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CHAPTER I

| INTRODUCTION

During the twentieth century in America. public education has been
drawn morée and more into the problems which the society around it has
generated, intensified, and accelerated to levels of urgency. Whether the
problems are labeled political, psychological, social, economic, or other-
wise, the schools remain the creation of soclety and are supported in the
same webs which society has spun for its own support. Thus the .problems

and expectations of society at largebecome, in turn, the problems and

expectations which the schools for society's children must recognize,
adapt, and cope with in the search for educational solutions. Since many
of the problems of education have either an economic base or a strong eco-
| nomic bearing, and since school financing is &an area - most urgently in

. need of a careful analysis combined with a presentation of fea.sible alter-

natives, it is to this that the present study has devoted its efforts".

I. THE PROBLEMS OF SCHOOL FINANCE

In overview, the current problem of school finance must be seen in the

light of several subordinate problems. First the revenues for public ele- S

1

mentary and secondary education are already inadequate and are becoming

more SO at an alarming ra te.‘- Second there are severe inequalities in per

pupil expenditure 18\1"18 and in educational services. And third intimately-:
related to both of the above, the tax burden for the support of public edu-
.,).

cation is unequally shared and has 1ed to growing doubt and resentment




among taxpayers.

Inadequacy of School Revenues. Of the above problems, the "crisis"

in school finance has received most of the attention, at least until rela-
tively recently. Numerous newspapar articles have reported recently on
the cut-backs in educational services, the reduction of staff, and even

the temporary closings of schools necessitated by loss of anticipated reve-

nues either through cut-back of state funds or the defeat of proposed new.
tax levies at the polls. The costs of education have been rising astro-
nomically and have placed tremendous pressures onthe slowly-expanding
lqcal property tax system, the major source of education revenues in most
States-lJ The demand for property tax relief is increasing. Tax overrides J
and school bond issues are being defeated more and more frequently. The
gso-cailed "taxpayers' revolt" may in part be due to non-economic reasons,=
| but the substantial increases in property taxes for schools and in taxes

generally, at a time of growing inflation and unemployment, is undoubtedly

a major factor. Thﬁs, there are growing pressures to find alternative

- l/Between 1959-1960 and 1969-1970, expenditures for primary and secondary
education have risen at.an average rate of 10.1 percent. National Educa-
tion Association Research Report 1969 R-15. Between 1961 and 1969, aver-
age annual increases th the lodally agsessed property value ware only 4.6
percent. 1967 Census of Government g, Taxable Property Values. This differ-
ence between cost of education and the rate of expansion in the property
base has resulted in increased tax rates for schools.

E/James M. Buchanan, "Taxpayer Constraints on Financing Education," in

" Economic Factors Affecting the Financing of Education, editors, Johns,

-'E3?fEE3j_KT3EEE33?:_§E3TT5?TfCEIEEEVITIET'FTZT?"T?7UZ p. 265, suggests

that among the factors explaining the basie shift:in the preferences of-
taxpayers are the "direct interrelationship between racial strife and
educationdl;process,_the,disruptive.behavior;of the student .radicals, and .
the observed efforts to convert schools into centers for social reform."
P 287..,The;laqk;of_accduntability-for pupil perform-ace on-the part of
the schools in the face of continuing demands by school officials for new

funds has also "turned off" taxpayers.

T

“,‘f.. :
49
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revenue sources to the local property tax for the financing of education.

Inequalities in the Distribution of School Revenues. The disparities

ir per pupili spending levels, as well as disparities in tax burdens, fre
now receiving increased recognition on the part of the courts and legisla-
tures. Three courts, one state and two federal,éj have recently found
that state school financing systems which depend substantially on local
property taxes result in “wide disparities in school revenue’ &/ among
school districts, and have held that such a financing system is therefore
in violation of the equal protectionvclause of the Fourteenth Amendment.
The focus in tﬁese cases was not only oa inequalities in the distribution
of revenues but on inequalities in tax rates as well. It was pointed out
that often districts with low tax bases were taxing themselves at a much
higher rate than wealthier districts, yef the 1eve1‘of_expenditures,per
pupil in the poorer districts was still well below that.of wealthier dis-
tricts.éj

Disparities among districts in expenditure levels seem to bear little
relation to differences in the cost of services providedior,differences in
the types of pupils to be educated. _Recogpition of these inequalities

comes at a time of increasing pressures for more than equal resources for

3 | R -
'/Serrano v. Priest, Cal. 2d. (1971); Van Dusartz v. Hatfield,

F. Supp. ___ (D. Minn 1971), Rodriguez V. Sap Antonio Independegt Sgbpg
Distwict, . —F. Supp. R GJ D. Texas 1971). :

Serrano v. Priest, supra, at ;'
5/"...aff1uent districts can have- their cake and eat it too: they can
provide a high quality education: for the!r-children while paying: lower.
taxes. ‘Poor districts, by contrast have no cake at a11 " Serrano v. -
Priest, sugra, at . o : - L




4

the educationally disadvantaged who, it is argﬁed, need additional re-

sources to compensate for inadequate socio-economic family backgrounds

and to bring/them up to a level where they can compete on an equal basis
‘ - in society.—

Varjations in per pupil expenditures and in educational services
- exist on at least three levels: (1) inter-state,’ (2) intra-state. and

(3) intra-district (and perhaps within the school and even within the:

classroom). This report focuses principally on intra-state differences.

One of the principal objectives of this study is to develop alternative

state distribution formulas which would lessen disparities in per pupil

.

expenditures among school districts withir a state. A second parallel

objective is to develop alternative state (and local) revenue sources which

RS A

would lessen disparities in tax rates among districts and in the burden for

the support of public education among income classes within a state, How-

ever, this report also’ makes some significant inter-state comparisons and

b,
L

i
P

undertakes a preliminary examination of schop'x'.-by-schooi spending differ-

ences within several selected districts. In view of the primary emphasis
on intra-state inequalities, a brief description of some of the causes is -

presented below.

Reasons for Intra-state Inequalities. In forty-nine states, Hawaii

being the exception,: the financing of the schoolié in a joint enterprise

6/ Two neighboring school districts, located in Michigan, illustrate the'
. nature of the inequalities that has aroused such concern: the district of -
" pearborn, iu 1968-69, had 495 percent more. property wealth per pupil than:
the district of Inkster, and taxed itself at a rate that was 12 percent
~ less than that of Inkster: to ‘raise 455 percent more. funds. - Inkster, how=- . '
" ‘ever, has 480 percent more disadvantaged students, as measured by the: ;
‘criteria of Title I of the'Elanentary‘_and’SecOndary Education Act, and it - .
has an enrollment that is 84.1 percent minority compared to a minority-en= . |
rollment of 1.1 percent in Dearborn. Yet even with a per pupil property =
K wealth of $70,360, generating $960 p'e;t‘_pupil'.in local revenues, Dearborn .
received $141 per pupil in state aidii 21 E .

LRt
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of the state and the local school districts. That is, some funds come

directly to the district from state-level sources and the balance (except

for a minor amount of federal funds) from local-level sources. The fi-

nancing system in most states relies heavily on th local property tax to
fund education. | | |

1. Local

Local property taxes are the 'pr"incipal source ofb education revenues
in most states. Inequalities in revenues generated by use of this tax for
education among _l'the districts are the result--due te differences among districts
in property values per pupil, differences in type of property, differences
in tax rates, ;ind inequitable property assessment practices. o

2., State | L |

Recognizing the basic inequalities in the capacity of school dlstricts
to raise revenues, and the difficulty some school diStricts have in rais-
ing sufficient funds for even a "minimum" program; states have provided
funds to school districts to supplement the locally raised revenues. |
State funds have been distributed eitheras"a flat gran'c, ‘to school districts
or through a formula which attempts to equalize on the l;asis' of the -ahility B o
of a district to raise local reven"es, usually as measured by property
wealth, or a combination of the two approaches. l However,‘ in no state, as ,
this study wilt show, does the distribution of state aid eliminate the
disparities among districts. |

‘The majority of the current state education aid formulas which ‘allo-

cate funds to districts are inadequate from a number of standpoints:

® By and large, the formulas maintain the heavy reliance on
the local property tax, since in most states 17” than half

‘1. p“ ‘ 4;&
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the necessary funds are provided by the state. This re-
. sults in inequalities due to differences in underlying |

tax base, assessment practices, and tax rates.

° Many formulas provide a £lat gran't'to all districts re-

gardless of fiscal capacity -- helping to maintain the | j

gap between wealthier and poorer districts. : ' Co

e Differences in costs among districts for the same ser-
vice are'not taken into account in most distribution for-

mulas. .

o Inadequate measures of fiscal need are incorporated in

the formulas -- the measure principally utilized is pro-

perty wealth but, as wi11 be shown, property wealth is not

necessarily related to income.

e The existing distribution formulas generally do not take
- into acconntvfactor.s relating te the higher cost of

educating certain types of children.

'l‘he flat grant personnel unit formula utilized by Delaware, North _.
Carolina, and South Carolina, which permits unlimited local supplementa-

tion, presents other problems.

° ,_Such' a formula may lock the state into a manpower approach
to education,;with little leeway provided for _utilizing
new technology or other non-manpower approaches to educa-

tion. S

43, 3 |
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e Local flexibility in the allocation of personnel may be
limited -- that is, a district cannot substitute two

teachers' aides for a teacher.

e The unlimited local supplementation of the state grants, ;
through the use of the property taxes, exacerbates drf-
. ferences among districts -- especially between ‘the

affluent suburbs and rural districts.

By and large, the goal of the "equalizing' state grants, evena though
they have not come close to_att'aining.- it, has been fiscal equalization.
But this objective, even if it were to be met, is coming increasingly un-.
der attack. The concern for the educationally disadvantaged 1'; forcing
reformers to look for measures of education need the use of which might
mean "positive inequalities'" which would favor ‘the disadvantaged Argu-
ments for moving in this direction assume that‘- g'reater educational re-
sources 'should‘be‘, focused on. students with greater ,educational need, des-
pite the fact that the evidence is mixed regarding additional resources
and impr.ovled student ,achievement. | B

“Issues in Developing Alternatives . - Among the underlying issues in

education finance are (1) how much should be spent for education, _(2) how

N
1
s

shr.'o'uldv funds or real resources be' allocated among ‘vdistricts or pupils, ).

‘who should pay for the support of- public education and (4. what is . the

appropriate balance between state and local responsibility for the support

of education?

{
are

To answer the first question, one must have some insight into the

value societ:y places upon education relative to other services. To answer .
the second question, one must knowhow equality of opportupity is valued

g st - -




by society. ""M"o'reover, hew should equality of opportunity be defined? It
has been suggested by some that equal dollars expended per pupil, regard-
less of his location in the state, would be sufficient‘ tc meet the goal of
equality. However, equal dollars may mean unequal real reseurces, since:
the costs for the same services (ssch as salaries for teachers of equiva-
lent education and experienee) or the need for different services (such

as transportation) msy vary widely among areas of a state. The objective

of equalizing expenditure levels also conflicts with fhe goal of providing

' more resources to the disadvantaged. Thus the issue is whether equaliza-

tion means equality only as measured by equal per pupil expenditures --

or even e’qual per pupil ’expenditures adjusted for the eost differences
referred to abeve -- or whether it invc'ludes compensating for various
learning disabilities',"‘i'n.ciuding those resulting from low socio-economic ¢
background. - Under the letter eppreach, equalization means directing more .
educatiqnal' serviees' ro the disadvantaged, the ultimate objective being

1/

equal educational "eutcomes, "at least in terms of the fundamental skills.

‘And if equal-.educatiqnal opportuhity is defined as maximizing every

students' potential, a good case can be made for g‘i’(ri'n_g additional re=~
seurces to superior students. So the problem of goals is complex and far

from resolved.

2w '...equality in the resources devoted ‘to the education of children of
different racial groups will not achieve: equality of educational oppor-
tunity ...", S. Bowles, "Toward Equality of Educational Opportunity?"

Harvard Educational Review, Vol. 38, 1968, No. 1, p. 90. "...the state's
obligation to provide an equal educational opportunity is satisfied only if -
each child, no matter what his social background, has an equal chance for
an equal educational outcome, regardless of disparities in cost or effort

' that the state is obligated to make in order to overcome such differences."
‘D.L. Kirp, "The Poor, the Schools, and Equal Protection,' Equal Educa-

tional Opportunity, Harvard Educational Review, Harvard University Press,
1969, p.1140 o v - ‘ : ‘

]
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More importantly, however, neither the question of how much should be
spent for education nor the question of how funds should be distributed
can be answered without some knowledge of the relationship between dollars
and resources expended and educational outcomes. Unfortunately, the pre-
sent state of knowledge about this relationship does not permit definitive
answers. |

The third question =-- who should pay for public educa(:ion -- focuses
on the issue of equality in bearing the costs of education;.' both among
districts and among income groups. Some communities with low per pupil
property wealth have to tax themselves at a much higher rate than wealth-
ier communities to support educational services at a similar level. More-
over, with the heavy reliance on the property tax in many states, the
lower income groups are paying a higher percentage of their income for ledu-
cation than are the higher income groups. This third question thus re- |
quires some awireness of the extent to which society favors the redistribu-

tion of wealth from higher income tc lower income groups and from more

i § affluent ‘areas of the state to poorer areas.

Finally, the last question -- the local-state role in.financing edu- |
cation -- 1nvolves some insight into the importan¢e of local district
autonomy and fiscal independence..f . o |

All four questions are normative. Thisistudy does not purport. to deal
with these issues that are always‘ just beneath the surface of the financial“:
‘yissues.‘ This study confines itself to pointing oui. problems in the current:'
figcal structures and to developing some alternative mechanisms of financ- '3
ing education. The advantages and disadvant.ages of these alternatives in
terms of various goals ~- for ex,ample, eoualizing dollar expenditures o
among school districts, preserving local autonomy,l raising the average. o

L i"/f‘»
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level of per pupil expenditures for education, and so forth -- will be
T
described, and the impact which these alternatives are likely to have on
. states and on.types of districtvs‘ within states will be demonstrated. To

show these options is not necessarily to endorse them. Their value lies

. in being able to give policy makers a more informed view of the present

situation and of potential changes‘.

IL, OBJECTIVES AND FINDINGS OF THE stupy

The research undertaken by the Urban Insritute for the President s

Commission on School Finance had as its objective the development and test-

v

ing of several possible new revenue gources and distribution formulas geared

toward lessening disparities among school districts in per pupil expendi-
tures and in tax burdens. | |

A. ANALYSIS OF EXISTING DISPARII‘IES (Chapter II)

A prior step to the development of alternntives to the present system .

is a precise understanding of the current system for financing education,

how 1t contributes to the disparities, the nature of the disparit1es and
‘the popu,lations affected by them. This study, therefore, provides a de-
: .“tailed analysis of the disparities in per pupil revenues and expenditures B

:within states, and of the combined state-local tax burdens for the sup-

port of public education.' While dollar disparities in per pupil spending

for educat1 on among school districts have already been well documented by :
. : : :/-- v S
others, the 1eal question is whether disparities in dollars mean equivalent

N Nv‘,‘. . . 3 vt‘

;disparities in educa..ional resources. Chapter II examines how differences
o in spending for various functions such as transportation, plant Operation,
A T ‘\

: instruction, and administration contribute to the overall disparities in

per pupil spending among\school districts. Differences in costs for the

. 1 .
.’,'l '."‘"- P
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same function -- with particular emphasis on teacher costs -~ are examined.
Analyses were also undertaken of revenues by -source of funding --

that is, local, state, and federal =-- to determine: their impact on dis-.
parities in total per pupil revenues among districts. In addition, an
effort was made to discover whether the proportion'of ‘state funding to
total non-federal education revenues has a bearing on t'.he magnitude of the
disparities among districts. The objective was to determine’whether states
with a high percentage of state aid have a lower level of d1sparities a.mong
school districts than states with moderate and low proportions of state aid
If this were found to be true, the question then would be whether the 1ower
d1sparities can be attributed to the formula through which qtate funds are
distributed in those»,-_states,or to the level of state funding,' regardless of
the nature of the formula, -

 Under the assumption that greater educational ;resources should be
focused on studeni.s with greater educational need - as defined in terms '
of educational underachievement, poverty, and minority group status (even
though it is not known how much educational resources, and of what kind

: are necessar) to improve performance 1evels of low-achievers) - an attempt

was made to document the degree to which current school revenue allocations .

,,\... T

correspond with the proportion of these pupils by district

Chapter II also examines the nature of the burden for the support of

I‘ [ [ ,w . \\.,

public elementary and secondary education'-- that is, who pays for educa-

'\.' ,\ N J"

ts.on. Comparisons are made of the tax burden borne by selected income

it
M

Summary of Findings. Chapter II

)

(1) States with high percentages of state aid as a share of total

groups between urban and rural areas within states as we11 as among states.. ,
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state-local school funding tend to have lower inter-district disparities
than states with moderate levels of state funding. However, expenditure
differentials remain even in high aid states, since the more affluent

school districts'often supplementstate aid substantially.

(2) Differences in the levels of local revenues among school dis-
tricts are the primary cause for intra-state revenue differentials. In
all states e)ramined the addition of state funds reduces the relative
revenue differentials between districts. Although federal funds, with »
some exceptions, fur"her reduce disparities, their overall effect is not

significant because the amounts ai‘e relatively low. -

(3) Central cities have consistently higher per pupil property
values, in part because of the presence of a larger commercial industrial
base than other types of districts, ‘but - they generally have lower per"" ’
capita income than suburban districts. ‘Cities generally have lower pro-.
perty tax 'rates for schools than do ‘the suburbs. - However, they have a
higher total tax. rate .:ecause of high other public services noL generally

found in suburbs. - ;‘1‘ TR ~. PR v_p

(4) Rural districts generally have the lowest average property values

‘.y . ,/

of any of the arcas within a state. 'l'hey also have a much lowea. per. capita

| fincome relative to property value than do suburban districts oi” similar

yI. .

property value, and thus are 1ess ab1e to tax themselves at as high a rate. :

(5) Suburbs often do not have the commercial/industrial base that L

central cities have to draw upon, thus placing the major tax burden for

r.’

¥
S the support of education on the homoowner and indirectly, on the renter.

\\

"
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(6) Centrul cities generally have higher total.{per pupil' expendi- *

tures, and provide more revenue from their own sourcts compared to the - )

average of suburban districts. Much of this goes toward hi'gh’er" teacher
salaries, resulting from a higher proportion.of experienced teachers in
central cities compared to suburbs. However,.i there are sharp differences
among the suburban districts in almost all states, and the affluent; suburbs

spend more than central cities.

(7) Rural areas spend consistently less than other types of disrricts,

primarily because of differences in salaries for instructional personnel

i

greater pupil-teacher ratios, a lower proportion of teachers with advanced

degrees and lower plant operation and maintenance costs.

Sfanarm

(8) Differences between: urban and rural areas in per pupil spending
are due almost exclusively to’ differences in. instructional expenditures '

and fixed _charges for: teacher benefits. Nonf;insfsructional expenditures:
s;‘ )
~ show 1ittle variation! within a state.
l ;
(9) Central cities with higher percentages of minority students tend

to have high’ expenditures relative to other cit ies while rural areas with

H

hig'r. percentages of minority students tend to have lower expenditures than

other rural areas.‘ | e
(10) Tax burdens for the support of:. eduvation by income group vary

sharply among the states examined In three states, the combined state-

1/
I

loca1 tax structure is regressive._, In the balance of the states, taxes .
are highest for the lower and highest incame groups, lowest for the moder-

ate income group. . o e i

s —
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(11) - “School taxes as a percentage of income vary suostantially among
the states examined. For e‘:ample, tax rates in New York for the support of
public education are 37 percent higher for low income groups and 125 percent
higher for the highest income groups compared to New'/:‘Hampshire's tax rates
for these income groups. :

B. DEVELOPMENT OF ALTERNATIVES (Chapter II1)

To assist the President's Commission on School Finance in making its
recommendations in education finance, the Urban Institute designed and
tested a1ternative ‘ways of both raising and ellocating funds at the state
level. 8/ Chapter III presents the various options for financing education :
and analyzes the impact that each might have. An overview of that follows.

1. AlternatiVe Revenue Sources

A number of tax sources for education revenues that could be substi-
tuted for the local property tax were examined. These new taxes were
analyzed to determine the following the rate at which such a tax would
have to be imgosed to raise the same amount of revenues now raised through
the local property tax; the transfers of revenues among types of districts.
‘and the impact on tax burdens of these alternative tax sources.

The new state taxes examined include a statewide property tax, a
statewide tax on commercial industrial property, letting loca1 districts
continue to tax residential property, a state sales tax, and a state |

_ income ;tax. Local taxes examined include income and sales taxes. =

BRI
i

‘ 8/ This study is confined to alternative approaches to current state financ-
ing systems and does not examine potentia1 federa1 inputs., S
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2. Alternative Distribution Formulas | f

The distribution alternatives examined in qhapter III can be grouped

into two broad categories:

s

‘(1) Partial state funding a1ternatives;lthat is, state aid distri-
bution formulas which require some local contribution and therefore permit 3
the district to retain some measure of local fiscal autonomy. g
(2)’ Full state funding alternatives, which are likely to bring about. .., %
greater equalization than the partial state funding alternatives, but at .
the expense of»zocal fiscal autonomy.
| These distribution formulas are analyzed from the following perspec-
tives when compared with the existing financing scheme: | |
1. The extent of equalization - whether disparities w1thin the‘x & i
state and among types of d1stricts are 1essened or increased %
2. The shift in tax rates among the types of districrs- H | : é
3. The extent (o which the distribution of funds is re1ated to }
the distribution of various kinds of pupils who are sa1d to ?
require additional resources beyond a basic program; g
f 4.' The increase (or decrease) in 1eve1 of state aid' %
‘,5:1 The increase (or decrease) in total state-local expenditures ;
- for education,: ::v g 'k g e '.; '7 ,i i ..'j;fu o ?
Partial State Funding. ﬁithinjthis“category; four hasic types ofli"' | ' %
a1ternatives were examined":stff ?siﬁh.) s'“h )“v"v: TR - %

(1) State matching grants in inverse proportion to a d1strict s

(2) State guarantee of equal dollars for equal tax effort'

AW

¥ l

fiscal capacity (ability to raise revenues),
=

‘w'




16

(3) State supplemental grants based on educational need;

(4) State assumption of total costs for specific functions.
The first two alternatives are related to fiscal need, the third alterna-
tive is concerned with educational need, while the fourth focuses on‘cost.
differentials for different functions.

(1) State matching grants based on fiscalvcapacitx. A major concern

of this analysis is to develop and test alternative measures of fiscal
capacity. The typical measure currently used by.most states for distri-
buting at least a portion of their aid is fiscal capacity (ability'to
raise local revenues) as measured by per pupil property wealth, with state
funds being distributed in inverse relationship to per pupil property
wealth. Chapter III demonstrates the effect on various types of districts
of using alternatxve measures of fiscal capacity for distributing funds --
such as per capita income, per pupil‘income, or percentage ofylow income
families. | | |

(2) Equal dollars for equal tax effort This alternative is designed'

to preserve local choice in the level of expenditure, since the state
 guarantees a certain number of dollars per pupil for the particular tax
rate chosen by the district regardless of whether the district s own
tax base could generate sufficient revenues to: nmet the expenditure 1evel
at that tax rate.. The state also recaptures thn excess dollars abowe the
fixed expenditure level that a wealthier district raises at that same tax.
rate. Thus, expenditure levels are not dependent upon the fiscal capacity
’of a'district. Recapturing”revenues from the wealthier districts, Lhus
forcing them to remain at a fixed expenditure level for a particular tax

, rate, and raising poorer districts to this same expenditure level if they

s s .
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elect the same tax rate, in theory;“.could_ lead to some measure of equali-

| '. ,‘ zation. In practice, however, dis'tricts may select widely differing. tax
rates, possibly resulting in even greater_ disparities. a.mong. school districts
than under the existing system. The tax burdens for education under this.

al ternative will probably be less unequal than'under the present system.

(3) .Educational - nnediants . This alternative is based on. the

assumption that fiscal need or capacity should not be the sole. criterion

for the' distribution of state funds. Many commentators have suggested

using various measures of. educational need .as.a basis at least for distri- .
buting supplemental. state grants, much as the. federal ’Ifitle_ I program is ° |
now designedl.', This, study. therefore examines the impact.of_:.vuti_li_zing,such__.
measure of"educat‘ion_ need as pr0portion o.f;_v minority _enrol,lment,_ number, of
federal ESEA Title I recipients (students qualify. for these fund if they

come from families earning under, $2 000 according to. the 1960 Census, or.

are recipients of welfare payments), low achievers as measured by their per-

formance on statewide achievement tests, or number of students enrolled in .

higher cost programs such as the mentally and physicall handicapped__,a_nd

vocational Students.

| The problems_ with using these particular measures and“the lack of

EEE I

information on how much additional resources should be distributed to

various kinds of Pupils are discussed in Chapter III These measures
: ‘,_' would very likely not be the sole. basis for distributing funds, but .
would be used as criteria for distributing grants which would supplement

the district's basic program expenditure_ level, The objec_tive of this

alt_ernative, ’then, w_ould not be to equalize dollars or educational ser-

vices, but to Create inequalities by providing more than equal resources _:

...& to. specific types of pupils. Districts with greater concentratlons of these

RRE:Y
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pupils would"obViouslyf receive more state aid under this alternative than
other districts.

- () State assumption of costs for specific functions. r’Prop'os'als

'for state assumption of non-instructional costs such as transportation,
plant operation, and plant ‘maintenance” are premised on the fact that
expenditures for these items vary widely among the types of districts and

: / removal of these items ' from district responsibility would tend to equalize

expenditures among districts within a state, . However, the actual effecr o
on equalization is minimal. As this study ‘shows, the high cost of trans- |
portation'in‘ rural areas is offset by the low plant operation and main-
tenance costs compared -to cities. Moreover, the amount of the total
budget allocated for non-instructional expenditures is relatively insigni-

ficant compared to that for instructional expenditures.

Chapter TIIL also examines the contribution toward equalization and
the effect on tax rates if the ‘state asrumes the full cost of instruction,
leaving'the‘ local districts to provide for non-instructional costs out of

local revenues.

Full state funding. Two types of distribution formulas in this

category vere examined. 'The first is based on an equal dollars per pupil [
approach, with additional funds provided for those pupils who require

additional resources beyond the basic program, on the assumption that

there are higher costs in educating the disadvantaged the physically and

mentally handicapped, vocational students, the mentally gifted, etc.
The cther full state funding alternative examined is based on & per=

sonnel ‘unit formula —- which, instead of providing equal dollars per weighted

pupil, provides teachers or other personnel'acco"rding to classroom unit

'*!4
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size. This alternative thus takes into account the differences among
types of‘}aftuden,ts in expenditpr_es for instructicnal étaff.

While the disparities.in dollar per pupil expenditures_within a

state are considerably reduced under either of these alternatives, the o

trade-off, as noted earlier, is in the reduced £ iscal role of the district.
_ Suméry of Findings: Chai:}ter I11

.
i
1

1. . Revenue Sources

(1) Significant expansion of the state share of public school

financing will require substantial increases in existing state tax rates.

(2) To meet increased revenue requirements, a statewide property
tax will be an attractive alternative to increasing present state tax
rates. The statewide property tax reduces disparities in tax ’ourden among

individuals from.different districts. However,.its inpact on disparities

in educational resources is dependent upon' the formula used to distribute

the funds .

(3) Local income and sales taxes provide substantial revenue sources
for property tax relief. They will alleviate the tax burden of low income
individuals within districts, but will not substantially change and, in

some cases, may increase the disparities in tax burden among residents of

different districts.
2. Distribution Formulas

(1) Matching programs based upon "fiscal capacity" (ability of a

district to raise revenues) can reduce dollar disparities if per pupil

- A
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property wealth is used as the "fiscal capacity" criterion.

(2) Matching programs using income measures of "fiscal capacity"
could result in greater dollar disparities among districts but would insure
concentration of s’ ite assistance to those districts with poor residents.
Rural areas and central cities benefit more under formulas using income

measures as criteria ‘than under those based on property wealth, .. .

(3) Matching programs will not overcome the advantage of wealthy
districts in raising revenue unless the local share is "power equalized"
(cequiring the transfer of excess revenues to the state) or limits are

placed upon the local revenues to be matched.

@) Supblemental grants for low achie\}ing students based on any of
the proxies of educational need used in this study will concentrate funds
in the central cities. The costs required to produce a positive impact
on the educationally disadvantaged are likely to be so large that it is
essential to identi‘fy those students with real needs rather than provide

grants to such over-inclusive categories as Title I recipients or minority

group members.

(5) Full state funding alternatives will reduce dollar disparities
in the educational program among districts. Their implementation requires
careful examination of the question of local autonomy, the relative neéds
of different types of students, and cost differentials arising fram dis-

parate market conditions within the state.

37
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Cc. FULL STATE FUNDING IN HAWAII (Chapter V)

Since some of the a1tematiVes to current gducation finance systems
being proposed, particularly in the wake of the recent court decisions?
are full state funding alternatives, it was felt than an examination of
the only state in the nation at present in which education is totally
financed by the state should be undertaken for this report. Hawaii, which
has seven admiﬁisttativé' units - four which can be termed urban-suburban,
and three which are definitely rural -- are examined in Chapter IV in én
effort to determine whether, even in a full state funding system, there
are differences in spending awrong the various areas of the state and, if
so, to what these differences are related -- e.g., the varying educational
needs of students, differences in expenditure patterns by function, or dif-
ferences in the costs of the same service -- such as teachers.

Full state funding alternatives have been opposed in part because
of the anticipated loss of local autonomy. Because of the importance of
this issue, an examination of the extent of the flexibility retained by
administrative units or by individual schools under the centralized fiscal
system in Hawaii wae also undertaken. |

{

| Summary of Findings: Chapter IV

\ (1) Full state funding, as practiced in the State of Hawaii, results

in relatively low disparities in per pupil spending.
(2) The disparities that do exist favor the low income, rural areas.

(3) Unlike atherx states examined, disparities in per pupil spending

- are due to two factors: high non-instructional expenditures and lower

pupil-teacher ratios in the lower income rural areas compared to urban areas.

- 38
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(4) The tax burden for the support of public elementary and cecondary
education is essentially proportional. Expenditures for education as a per-
cent of 'incoxilxe appear to be lower in Hawaii than in the three large urban,
industrial states in this study (moderate aid states), but approximately
the same as North parolina and higher than Delaware, both high state aid

states.,

(5) There appears to be a fair amount of freedom at the district and
individual school level to innovate and to adapt programs to meet the needs
of a particular community, despite the existence of a centralized, fullyi,
state funded education system, The trend seems to be toward providing even

greater flexibility to school units.

(6) The historic, pol:I.At:ical, and demographic features of Hawaii
which have a bearing on its centralized educational system are so unique
that it is difficult, on the basis of the preliminary study undertaken for
this repcict, to determine whether the fisc':al.:f; and education structure in Hawaii
ig transferable to other states, particularly the large urbanized, indus-

trial states.

D. EFFECT OF INCREASED LEVELS OF STATE AID ON LOCAL AUTONOMY
(Chapter V)

A study of the constraining effect of high levels of state aid on
local district decision-making was undertaken. The results of this study
are reported in Chapter V., This issue is of particular significance in
light of the analysis of existing disparities discussed in Chapter IIL.
There it was indicated that differences in local reveaucs are the dominant
factor contributing to disparities in total per pupil revenues. Thus any

alternstives which seek to lessen thesp disparities will no doubt mean

‘9
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greater state (or federal) aid. For this reason, the study examines the
nature of the controls when the state has assumed a large share of the

responsibility for financing education. 1In Chapter V, the statutes aad

regulations of ten states with proportionally different lev:1s of state
aid (relative to total state-local funds for education) were examined in
light of eleven areas of education policy =-- such as curriculum, textbook

selection, and budgetary restrictions -- to determine to what extent in-

creased levels of state aid were responsible for restrictions on local

district decision-making.

Sumary of Findings: Chapter V

(1) A review of eleven possible dimensions of state control over B
local school boards in ten states demonstrates that no consis'tént: relation=
ship exists between the percentage »f state funding of t:o.t:al state=-local
education revenues and the degree of restrictions imposed by state statutes

and regulations on local district decision-making.

(2) A study of the incidence of locally-adopted innovative educa=
tional practices indicates that the initiative of local school boards to
adopt innovations is not inhibited in states with higher percentages of

state funding”of local education.

(3) The rate of adoption of innovative educational practices is
generally higher in states which spend more per pupil in absolute dollars.

This relationship is much stronger than that between the rate of innovation

and the level of state funding.

et iy e S0 B O . PO
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E. INTRA-DISTRICT DISPARITIES (Chapter VI)

The final chapter of this report is concerned with the resource
allocation pattern within school districts. Many of the factors which
contribute to the disparities in per pupil sp_ending anong districts
f documented in Chapter IT -~ such as differences in property values, tax
rates, starting teacher_g!, salaries, and salaries for _.teachers of equiv-
alent education and experience -- are not present within a school district,

Nevertheless, inequalities in per pupil expenditures among the schools

within a single district do exist. As new distribution alternatives are
developed to meet the objective of lessening disparities among districts
within a state and new revenue sources are developed to lessen the reliance
on the local property tax, it is important to understand the possible impact
of these alternatives on schools within individual districts. An examina-
tion of the existing resource allocation patterns within several selected

urban districts and the factors contributing to these patterns was there-

fore undertaker., with particular emphasis on the degree to which current :

school allé)caf:ions match the need for educational resources -- need being
defined in terms of minority group status, low family incmne; or low socio-
economic rtatus. .

Summary of Findings: Chapter VI

(1) Analysis of seven school d';.stric_ts in two states reveals a
common pattern whereby district discretionary funds are concentrated in

schools of higher income and low minority populations, while state and

federal compensatory funds are directed to low income, high minority

schools.
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(2) Schools in the middle range in termms of percent minority or
income, which do not qualify for compensatory resources, and which do not
attract the more experienced, more educated, and thus higher paid teachers,

receive fewer dollars per pupil than schools at either extreme.

3) Pupil-teacher‘ ratios are somewhat lower in high minority,
poor schools, but this has not been enough in some of the districts studied
to raise the level of expenditures per pupil in these schools to the level

of the wealthier, low minority schools.

(4) Teacher transfer policies in all districts studied are a major

factor contributing to disparities in total per pupil expenditures.

(5) Equalization of per pupil expenditures is complicated by the
| differential distribution of kinds of resources within a given district.
Therefore, in spite of the adoption of statewide formulas to reduce
inter-district disparities, disparities in resource allocation between

schools within districts may continue to exist, |

III. SELECTION OF STATES FOR STUDY

A significan? aspect of the disparity study is the attempt to
determine whether there is a general pattern by type of district discernable
not only among districts within a state but also across states. This
would point to broader conclusions about education finance and the impact

of various alternatives than might be possible from analyzing a single

. state,

St~tes were selected, therefore, which would be representative of

various regions of the country, various levels of state funding, the

. -
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major approaches to financing elementary and secondary education, etc.
Thus when common patterns are found occurring among diverse types of
states, one can be more certain of the applicability to other states of ‘ a
generalizations made on the basis of the few states included in this study. /

A major criterion in the selection of states for this study was

the representation of states with differing levels of state aid as a
perceht:age of non-federal school funds. Of particular interest were

; high state aid states, in view of the accelerating pressurés from various
public and private groups to have states assume a considerably greater

share of fiscal support for primary and secondary education. Since a

!

major premise of those who propose increased state funding is that it

wil? result in less disparities in per pupil expenditurcs among districts,

S¥tiasdny oo,

this premise, as well as the issue of local autonomy in high state aid

states, is examined in this study.

9/
A total of nine states were selected, providing broad regional
10/
representation,
! Full State Funding: Hawaii - Western Region.
High State Funding: Delaware and North Carolina - South
Atlantic; Washing-on State = Pacific.
* Moderate State Funding: California = Pacific; Michigan -
‘ North Central; New York - Middle
Atlantic.
Low State Funding: New Hampshire - New England; and

Colorado - Mountain Region. ;

9/ Delaware, Hawaii, North Carolina, Washington, California, Michigan,
New York, Colorado and New Hampshire.

1.9_/ The regional categories are those used by the Bureau of the Census. !
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The total enrollment in these nine states is 11.7 million, or over 29
percent of the national t:ot:all.

In addition to differencesin level of state funding and geogrephic
diversity, the states selected represent a cross-section of other economic,
demographic, and fiscal characteristics relevant to education finance.

'fhe three moderate aid states are predominantly urban with large popula=-
tions and are heavily industrialized. In contrast, North Carolina and New
Hampshire are primarily rural. A number of other comparative statistics
between the states selected and all states in the nation is useful in

1/
illustrating the represent:at:ivenesg of states selected:

(1) Minority Enrollment. The range among the states studied (with

the exclusion of Hawaii, which does not report such statistics) is from
0.7 percent in New Hampshire to 30.6 percent in North Carolina, with an
average amorg the cight states of 17 percent, compared to the national

average of 20 percent,

(2) Size of Enrollment. Included in the study are the two states

wvith the highest enrollment in the nation, California and New York, and
two with among the lowest number of students, Delaware and New Hampshire.
(3) Per Capita Income. Two states selected, New York and California,

are considerably above the national average in income. WNorth Carolina is

| sharply below the average. Per capita income in the nine states in this
‘_ study is about 10 percent above the national average. Average per pupil

~ f{ income for the nine st:tes approximates the national income average.

(4) Per Pupil Property Value. Both California, considerably above

§ the national average, and North Carolina, below average, are part of this

study.

' 11/ statistics in this section pertain to all districts in the state, not
} the sample districts from each state.examined in this study.
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(5) Non=Public School Ehroliment. District 1eve1 data for three

states, Hawaii, Delaware, and Michigan, are included in the study. These

three have non-pubiic school enrollment above the national average.

(6) Current Operating Expenditures for 1968-69. The study includes
the state with the highest per pupil expenditures in the nation, New York,
and one of the five lowest, North Carolina. The other states in this
study range from 8th highest (Delaware) to 30th (quorado) in terms of

per pupil expenditures.

(6) Federal Aid to States. The range among the states studied is

from 4.1 percent federal aid in Michigan to 13.3 percent in North Carolina.

The average of 6.5 percent federal funding in all nine states is close to

the national average.

(7) State Tax Structure, This ranges in the states studied from

a regressive tax structure for the support of public education in New
Hampshire and Washington, to an approximately proportional tax structure

in North Carolina, New York and Delaware.

In addition to general economic and fiscal comparisons, the nine
states are also classified by the type and method of distribution of
state general education revenues (as opposed to categorical aid programs)

to local districts:

(1) Flat Grant Personnel Unit. Of four states in the country

using this method for distributing state funds, thrce, Hawaii, Delaware,

and North Carolina, are included in the study.

(2) Per Pupil Flat Grant. Only one state in the nation distributes

general state aid solely on this basis, Connecticut.
c"(
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(3) Equalizing Grant Only. Twenty-seven states currently distribute

general aid funds through an equalizing grant formula, Two of these,

Michigan and Washington, are included in this study.

(4) Combination Equalization and Flat Grant. Seventeen states

utilize a combination flat grant equalizing formula for distributing
state aid. Three of these states -~ California, Colorado, and New York ==~
are included in the study. Of these three, only California has the

larger share of state general aid distributed as flat grant aid -- 56.3

percent,

0f the seven states which provided state-funded compensatory aid
programs for the disadvantaged in 1968-69, three -- California, Michigan,
and New York -~ are included in the study. Two other states provide
additional funds for the disadvantaged through a weighted pupil formula.
One of these states, Washington, is included in the study.

Although there is no doubt that the states selected represent a

cross=section of many characteristics associated with education finance,

there are certain limitations in generalizing from the findings in these

states to the nation as a whole:

(1) The size of the sample represents less than 30 percent of all
enrollment in the nation. While this size is sufficient to draw reljiable

inferences, expanding the number of states would increase confidence in

the results,
(2) Despite numerous similarities, every state has certain unique
education finance characteristics which are not fully comparabie with

those of other states. 1In most cases, however, thegse differences do not

g
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affect the principal fiscal or educational characteristics.

(3) The study represents only one time period; thus, while the direc-
tion of certain characteristics may be changing relative to other states,
this cannot be ascertained in a cross-section analysis.

(4) The intra=-district resource allocation analysis represents

only seven districts in two states.

Despite these limitations, it is the view of the authors of this

report that findings as specified in each chapter of the report are
applicable, at least in part, to the majority of the states in the

nation. The data are probably most useful in indicating the over-all
structure of education finance, as well as in comparing the characteristics

of a particular type of distxict or state with other districts and states.

The alternative funding and allocation foxmulas presented in this

report will almost invariably require modification to meet the needs of

a particular state. Nevertheless, with the information provided, the
reader will be able to predict the likely outcome of applying an altern~
ative to a district or state, aided by a comparison of the disparities and
fiscal ability of that district or states with those discussed in the
report. To facilitate the use of the study, Volume II discusses the educa-

tion finance characteristics of each state included in the study.
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CHAPTER IX

DISPARITY ANALYSIS

INTRODUCTION

I. OBJECTIVES OF THE DISPARITY ANALYSIS

: In undertaking an analysis of the disparities in per pupil expendi-
tures for elementary and secondary education and of the disparities in

tax burdens for the support of education, this study includes among its

objectives the following:

¢ To measure the nature and extent of the disparities in
per pupil spending among states and among types of
school districts (central city, suburban, smaller city,
and rural).

e To determine whether there are common patterns among all

states as, for example, whether the spending patterné of

all central cities are similar, regardless of the state
in which they are located. i

® To find out why these disparities occur -~ in particular,

whether they can be related to:

(1) The proportion of state funding relative to total
(non-federal) education revenues;

(2) Differences in spending for various functions such

as transportation, administration, instruction, or

48

plant operation;

-
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(3) Differences in costs for the same function, with !

f particular emphasis on instructional costs, and

the factors contributing to the differences;
(4) The fiscal capacity of local school districts.
j e To determine who pays for public elementary and second-
ary education by comparing state and local tax burdens
for selected income classes among states and within a

state.

1I. SELECTION OF STATES FOR STUDY

ot O i an s Rt

The primary criterion for selection of states was the level of state

funding as a share of total non-federal expenditures for elementary and

secondary education., Other criteria included a balance of geogragiic

regions and population size. States were also selected to represent the

principal methods of financing public elementary and secondary education

utilized in the nation. Based on these criteria, the sample includes the

3l e s

-
»

%
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one state in the nation with full state funding (Hawaii); three states
with high state funding (Delaware, North Carolina and Washington); three
populous, highly industrial and urbanized states with moderate levels of
state aid (California, Michigen and New York), and two states with low

state contributions to local school districts (Colorado and New Hampshire);

Detailed fiscal and other relevant educational data _have been collected

for the three high aid states and three moderate aid states. New Hampshire 1

and Colorado are examined in somewhat less detail. Because of the unique

education finance structure in Hawaii and the importance of considering a

‘fully state funded alternative to present methods of financing education

in the other forty-nine states, t;hi_s state is discussed separately (see ‘

49
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Chapter 1V).

The standard unit used in this study for comparing school districts
within and among states is Average Daily Attendance (ADA) rather than
enrollment or Average Daily Membership, since most states provide data in
ADA, Where data are not in temslt;f ADA, they are converted to this unit

to allow inter-state comparisons. Statistics, where applicable, are
2

weighted by the size of the school district ADA.

III. TYPE AND NUMBER OF DISTRICTS SELECTED

To avoid comparisons of per pupil expenditures in widely varying cir-

cumstances, districts in the states studied weze grouped according to

1/ Data sources include published reports by various state agencies, in-
cluding departments of education, of revenue, aad of finance, as well as
state education associations., Unpublished sources include data on computer
tapes received from state education departments, and various school district
reports to state agencies, as well as data collected by the staffs of state
agencies specifically to meet requirements of this study.

2/ This means that a large district is given more "weight" in calculating

8 statewide average than a small district. For example, Los Angeles, the
second largest city in the study, has an ADA of 664,410. This comprises

65 percent of the ADA of central cities in California and about 25 parcent
of the total sample districts in the state. Thus, in calculating average
expenditures for central cities, Los Angeles accounts for abcut 65 percent
of all such expenditures, influencing the average considerably more than
Santa Monica. To count each school district equally would give equal
"weight" to a diszrict with one thousand students relative to Los Angeles
with its 664,410 students, and would lead to error in determining average
expenditures for the state, Nevertheless, for certain analyses, both
approaches may be used. For example, to determine average starting teacher
salaries in six states, California shoulid be considered one unit and Dela-
ware also as one unit. However, to determine the average salary of all of
the teachers in the six states, regardless of the state in which they teach,
the data should be "weighted" by the number of beginning teachers in each
state to provide a statistically meaningful average. In New York State,
the city of New York comprises 52 percent of the state sample ADA. In view
of this dominance, this study has investigated the impact on the state's
educational characteristics of excluding the city. This is shown in Table

II-4.
a(
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four categories -- central cities, suburbs, smaller citi{es, and rural
areas. This is useful in analyzing teacher costs, for instance, because
central cities and suburbs in large metropolitan areas are likely to com-

pete for teachers in the same labor market. Similarly, small cities,

’ although they are not necessarily contiguous, are likely to have similar

. wage structure patterns. Rural districts also have their own wage struc-

ture p&ttetn.

These four types of districts in the eight states studied (Hawaii

L being excluded) are defined as follows:

(1) Ceni:zal Cities. Central cities are defined in two ways. First,

only cities with a population in excess of 250,000 are considered. This
vg_roup consists of eleven cities in the states of California, Colorado,

Michigan, New York, and Hashington.é" But since there are no cities with

oz bk nic Do el i e S R

a population approaching 250,000 in tke states of New Hampshire, Delaware,
and North Carolina, for purposes of intra-state comparisons the central

\’ -city definition is broadened in thesée three states to include the seven
» _4_/

cities with a population over 50,000. To maintain consistency in con-

t
sidering nverall average values as, for example, average central city 3
%

revenues across five states, only cities with a population of over 250,000

are included.2/ E

3/1n the states of California and Washington, all cities with populations i
of 100,000 and over were also treated ac '"central cities,' and their sur-
rounding school districts as "suburban,' to determine the impact of this
change in definition on the analysia. As discussions of these two states
in Volume II show, the impact was negligible. Thus, this section of the"
report defines central cities for these two states as those with a popula-

tion of 250,000 and over. ;

& It should be noted that although Manchester, New Hampshire and Wilmington,
Delaware are small in size, they have many of the same characteristics of
the larger central cities of other states.

\(o 5'/'I'he inclusion of the seven cities vuth a population over 50,000 but
under 250,000 decrezses city revenues by less than two percent.

SN
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(2) Suburban. Suburban school districts are all districts in built-~
up areas close to the central cities, as defined above, in each state.

Suburban districts do not necessarily comprise all districts within the

SMSA outside the central city, inasmuch as the metropolitan area frequently

includes schopl districts with characteristics nmore similar to those of

rural areas..ﬁ./ Because of the county school unit administrative structure

in North Carolina, none of its school districts can be considered "suburban."

(3) Smaller Cities. Smaller cities are defined as non-eentral cities

with a population in excess of 10,000. Although this results in a wile

population range, it does not appear to increase the disparities in expendi-

tures among smaller cities substantially. 1In five of the states, all cities

above 10,000 have becn included in the sample. But in the populous states
of California, Michigan and New York, all cities above 50,000 and a sample
of the 10,000 to 50,000 range were included.

(4) Rural. Rural districts are defined for this study as those
which do not contain towns or cities with a population of 10,000 or more.
Because of the lack of data for very small districts, and the fact that
this study analyzes only unified districts (those including grades K or 1
through 12), the rural districts in the sample have an average enrollment
of over 3,000 students which is considerably above the average of all
rural districts in the states studied.

As a result of the selection procedure, it is unlikely that districts

which have very low or very high expenditure levels are included in the

6/Even when these more "rural" districts are excluded from the suburban
category, this study finds substantial differences in the characteristics
of suburban districts. This suggests the usefulness, in future research,
of grouping suburban districts into. sub-categories, possibly on the basis
of per capita income or per pupil property value.
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sample. For example, a number of states such as Washington have some
school districts with under 50 students and very high expenditures. These
districts, however, are likely to consist of only a single elementary
school, and thus are exciuded from the sample, which includes only K or 1
through 12 districts. This procedure results in congiderably lower expend~
iture-coefficients of variation than would be expected if expenditures
which included all school districts were to be calculated.

In general, there is an urban bias in the selection of sample dis-
tricts. Since rural districts are under-represented, summary state data
tend to be more representative of urban districts, except in Delaware,
vhere all school districts have been included for analysis.

Districts in each of the eight states (Hawaii has been excluded from

this analysis) fall into one of the following categories:

Type of District No. In Sample Average District ADA
All Central Cities 18 146,593
Central Cities, Population

Above 250,000 (11) 229,791
Suburbs 159 10,967
Smaller Cities 163 11,376
Rural Districts 283 3,069
County-wide Urban

Districts

(North Carolina) 26 15,881
TOTAL 649 12,547

Approximately 3.2 million students are included in the sample, or
about 19 percent of the nation's elementary and secondary public school

students.

.93




37

All districts in the sample are uniffed districts -- that is, con-
taining grades K or 1 through 12. All data collected are for the school
year 1968-1969, which permits consistent intra-state and inter-state com-
parisons.

Expenditure data are limited to current operating costs and are gen-
erally limited to expenditures at the school district level, shown by
state and type of district in Table II-I.ZI Thug, unless incorporated
into the local district budget, state board of education costs and certain
state administered programs (for example, educational television in Dela-
ware), arve excluded. The per pupil cost of state funded pension and
social gecurity payments for publis school employees is estimated for
those states included in this study where such payments are provided by

the state.

Subsequent sections of this chapter analyze differences in revenues
and expenditures from two perspectives® among the four types of district:s
across states, and among all districts in one state relative to all dis-
tricts in other states in the study. For example, differences among all
central cities in the states selected for study are examined. In addi-
tion, the nature of the differences between central cities and their sub-
urbs in cne state are compared with these central city-suburban relation-

ships in all states.

Part I of this chapter is concerned with inter-state and intra-state

revenue comparisons. Revenues are examined by source of funding to

Peaareie

z/ Capital expenditures are excluded from this analysis, since this is a
cross-sectional study which examines revenues and expenditures only for the
school year 1968-1969. Capital expenditures fluctuate significantly among
districts from year to year. Thus the inclusion of this item would affect
any comparisons of revenues and g’xpeqdi!:ures among districts made for a sin-

gle year.
Y | o
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North Carolina
Washington
California
Michigan

New York
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TABLE II-1

TOTAL CURRENT OPERATING EXPENDITURES*

Central

Cities

$841
598
852
768
814

1,278

(1968-1969)
Smaller

Suburban Cities Rural
$725 $678 $637
- 557 572
794 757 701
727 718 705
901 857 632
1,245 1,078 1,033

*Includes state benefits for school employees.

99

Statewide
Average

$705
567
767
739
829

1,229
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determine the relative i{mportance of local, state, and federal revenues
on total funds available for elementary and secondary education; to de-
termine differences in the level of funding by source for each type of
district; and to measure the degree to which a particular source of fund-
ing increases or decreases revenue differentials between districts.

The fiscal characteristics of school districts are then examined.
Per pupil property wealth by state and by type of district within each
gstate are compared and are related to school district property tax rates.
The effect of utilizing per capita income versus per pupil income data in
determining the fiscal capacity of school districts, is discussed. The
relationship between school district minority enrollment and such educa-
tion finance characteristics as revenue gources and district wealth is
also explored.

Finally, Part I estimates the tax burden for the support of public
elementary and secondary education for each of the states studied and for
selected household income groups within each state. The combined state-
local tax burden is computeqffor both urban and rural areas of each state.

Part 1I of this chapqér ie concerned with inter-state end intra-state
expenditure comparisons.gl; It first examines the disparities in expendi-
tures by functiin. The analysis is focused on determining differences in
the levei of funding for particular education activities (e.g., instruc-

tion, plant operation and maintenance, transportation), and on estimating

the impact these differences have on overall expenditure disparities, both

8/ Because insufficient data were available for a detailed expenditure
analysis of Colorado and New Hampshire, Part 11 is limited to a&n analysis
of only six states, although the revenue analyses in Part 1 are generally

based on all eight states. (As noted previously, Hawaii is discussed in a
separate chapter.) o
. 56
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among the states themselves and among types of districts. The major ob-~
jectives of this analysis are to isolate those functions which account for
a larger proportion of total disparities in per pupil spending, and those
functions which fluctuate widely in their proportion of the total budget
among the four types of districts.

Since differences in instructional staff expenditures are the major
factor explaining inter-state and intra-state expenditure differentials,
the effect of teacher characteristics on these differentials is examined.
Teacher characteristics include starting and average teacher salaries, edu-
cation and experience levels, and pupil-teacher ratios.

Since the states selected for this study vary widely in per capita

9/

income, the extremes being North Carolina and New York,= the differences
in inter-state per pupil expenditures are likely to be substantial. To
demonstrate how equal resources may cost more in one geographic area than
in another, the expenditures in New York and North Carolina (primarily for
teachers) are compared, after equalizing for such differences betireen the
two states as pupil-teacher ratios and education levels of teachers. The

extent to which expenditure differences are likely to be associated with

wage differentials is also ectimated.

9
3y Using per pupil property values as the measure of wealth, however, Cali-
fornia exceeds New York State.
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PART I

INTER-STATE AND INTRA~-STATE REVENUE COMPARISONS

I. REVENUE SOURCES BY TYPE OF DISTRICT

Revenue data reflect funds allocated for current operating expendi-
' 10/

tures from the federal, state,.and local governments.

Local Revenues. In the eight states examined in this portion of the

study, local reverues in the school year 1968-1969 provided over half of
the revenues from all sources. This share varied from 38.9 percen_t in
rural areas to 57.3 percent in centralh cities. As illustrated in Table II-
2 and Figures II-2(a) and (b),-the disparities in total revenues among
types of school districts appear to be almost exclusively due to differ-
ences in local funding.

State Revenues. State revenues do not vary greatly from one type of

district to another. The least state funds are provided to smaller cities,

the most funds to rural districts.—l-l/ The average suburban state aid in

dollars per pupil is only a few dollars below that received by central

10/

penditures from total revenues. This is why, in some states, total reven-
ues exceed current operating expenditures (COE). Although the use of cur-
rent operating expenditures is probably a preferable method for comparing
sources of funding, only two states provide expenditure data in 8 way which

_indicates whether particular items were funded from federal, state or local

sourcas.,

-lyThis analysis of revenues by type of district excludes state paid pen-
sion and social security payments since these funds cannot be allocated on
a district basis.

Sy
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=—'In some cases, it proved infeasible to separate revenues for current ex- '
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- cities. However, the percentage of state aid relative to all education

revenues varies sharply, from only 36.3 percent in central cities to 53.5'
percent in rural districts.

Federal Revenues. Federal funds, since they contribute only 5.7 per-

cent of all education funds in the sample districts, do not have a sub-
stantial impact on fevemie differentials. For example, to equaiize
suburban-rural total revenue differences, federal aid to rural districts
would have to increase from the present $51 per pupil to $204 per pupil --
a four-fold increase. Central cities receive the most federal funds

among the four types of districts on .a dollars per pupil basis -- $67.
However, as a percentage of total revenue, federal aid is a higher pro- ,
portion of total revenues in rural districts than it is in other districts,

amounting to 7.6 percent of all education revenues in rural areas.

II, DIFFERENCES IN REVENUES FOR EDUCATION BY TYPE OF DISTRICT

Revenuve diffé:eritials for education within states, when all revenue
sources are Eombined, are attributable primarily to differences in the
level of local revenues raised by individual districts. The disparities
in local revenues are greater among states which furnish a high propor-
tion of the total amouﬁt of education support. Where state aid is so
bigh, some districts need only tax themselves locally at a very low level,
yet still have a full educational program. However, when state and local
revenues are combined,‘ the disparities in these high aid states are |
appreciably 1ower. than in the moderate and low state aid states. The only
exception to this pattetn is New Hampshire, which relies almost exclusively

on local revenues but cohcurrently exhibits the least disparities amohg
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its school districts of all the states in this study.-!‘-g/

In all eight :states except Washington, federal funds tend to reduce
over-all total revenue disparities. The impact of federal revenues on
disparities is not significant, however, because o‘f the relatively small
amounts involved. Table II-3 shows that state aid, and usuaily federal
aid, is equalizing, but not to a level where substantial revenue differ-
entials between school districts within the states are eliminated.lé

An examination of total revenue disparities among school districts
by type of district (see Table I1-4) across all eight states reveals that
there are considerable differences, due mginly to the influence of New

York State, where total revenues are substantially above the levels of the

14/
other states."'—,/ Disparities by type of district, if all revenue sources

~—'Little differences are found in local revenues for education among the
school districts in New Hampshire, despite the existence of differences

in property wealth. Since the variation in per capita income among school
districts is least of any of the states studied, districts with lower pro-
perty values are able and willing to tax themselves at a high level. In
addition to little variation in local funds for education, state aid as

it is distributed in that state tends to be concentrated in districts

where local contributions are relatively low, thus further equalizing
total revenues.

E/Disparities in per'pupil revenues (and in expenditures) in this and
subsequent tables are expressed in terms of coefficlents of variation.

The coefficient of variation (v) is defined as the standard deviation de~
vided by the mean. Low values indicate that there is little disparity
among districts in revenues, expenditures, or whatever else is being mea-
sured. For example, a coefficient of variation of .05 for average teachers'
salaries in a given state indicates that there is 1ittle difference in
average teachers' salaries among the school districts. On the cther hand,

a coefficient of variation of .50 would represent substantial differences
in salaries. ';;

= The exclusion of New York State reduces inter-district disparities
among states analyzed in this study by about half, as shown in Table II-4.
When the data are viewed in this manner, the disparities appear most re-

duced among the central city districts. The greatest disparities, however,
remain in suburban areas. :
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TABLE II-3 "
] COEFFICIENTS OF VARIATION BY SOURCE OF REVENUE-—STATEWIDE i
(1968-1969) ‘ .
: Local Reve- Local and Local, State and
L; STATE nues Only State Revenues Federal Revenues
: High Aid States
| Delaware 474 .132 .130 |
|
North Carolina <535 117 .097
Washington .323 .114 .120
Weighted Mean 446 .117 - .109
Moderate Aid States
California .321 .146 142
Michigan - .328 .156 .156
New York .309 .165 134
Weighted Mean .318 .154 142
Low Aid States
Colorado .294 .173 .163
E New Hampshire .127 112 .093
. Weighted Mean 1,267 . -163 132 ;
| TOTAL WEIGHTED MEAN .341 147 A .136

P et L) e et e vesnem (10 St




*Pa33TWO EBUTTOIR) zuuoz\M

o L T AY YIS A A4 L

<19A0 10 000°0GZ FOo uoTierndod = yYITA mmwuﬂo\m

Go91* 66t ° : 6LT1" 8LE " Ley® 66%° NVAWR CIIHO9IIM TVIOL
c9T* cLE" varAl VaAN 9zL® 66L° , Teany
8GT° ove* eLT" 06 . . GI¥* hQy mmﬂu.ﬂo Hmﬁﬁmﬁm.-% )
% %6T" LLE" G6T" 88¢ ° hGH* . 9EG° ! _\.Mﬁ.mn—.nsnvm
_ €Tt zee” 80T THe" . wgee 9TE" FSTATO Te13U) s
M popnioxg So3eas pepnioXg. sSo3els _  TopnioXg S93E3S 5dL1 3o1iistqd
: ERLEE] TV SELEE] IV o °3e3as - 11V |
m JI0xX MmN ja0x MmN - ja0x M3N
1 sonuanoy [e19pad SenusA9y 93B3S £Tuo
pue a3je3g ‘Ieo0] pue ieoo] sonuaA3y TB207]
i |
{
: (696T-896T) | 7
._ STIVIS A@ls TIV |
IDHTHISIa 40 FIJAL A4 NOIIVI¥VA J0 SINAIDIAIHOD
#-11 TI4VL

IC

O

!
|
i

F

Aruitoxt provided by Eic:

!
|

" P




&
b

r::

TSI

49

are included, are greatest among suburban districts, followed by rural
districts. The least disparities are found among smaller cities. This
study found that among suburban districts there were also substantial dis-
parities in other matters related to revenues,lé/ which clearly suggesqg
that to consider suburbs as homogeneous entities for purposes of education

finance, as is often done, is erroneous and misleading.

III. FISCAL CHARACTERISTICS OF SCHOOL DISTRICTS

Most states believe that the ability of local school districts to
raise revenues is closely related to per pupil property.wealth. This‘is
evident in the state aid distribution formulas, and relates to the fact
that the property tax is the general method of raising local school dis-
trict revenues. With the exception of Delaware, North Carolina, and New
Hampshire, all of the states studied show a significant negative correla-
tion between per pupil property values and state revenues.lé/ That is,
where property values are low, state revenues are high. This reflects the

fact that the typical state aid formula attempts to '"equalize" on the basis

~

lé/ﬂhg., property wealth, income, proportion of minority students.
16/ S
State - Correlation Coefficients (r)
(A1l Sample Districts) Property Value Per Pupil/State Revenue

il Delaware ' : 30%

i North Carolina ‘ . -.15

Washington . . - =.48%
California - -.81%
Michigan ‘ -.86%*
New York ' -.75%
Colorado ' ‘ - h4*
New Hampshire ‘ .08

*]1 percent level of significance
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of school district property wealth. This means that the state uses this mea-

sure of fiscal capacity or need for distribﬁting at least a portion of
its funds.

In Delaware, -the correlation betwegﬁvper‘pupil property values and
state revenues is found to be positive.. This is because Delaware uses a
flat grant personnel unit formula rather than an equalizing formula based
on property weélth. The resuLﬁ is that districts which have the greatest
property wealth get more stat; revenues, for the following reason: the
state salary schedule reéognizes differences in the education and experi-
ence levels of teachers. The central city of Wilmington,.which has a
very high number of experienced teachers compared to other areas of the
state, gets more from the state for the same number of teacher positionms.
Also the affluent suburbs have more teachers with advanced degrees than
other areas of the state, again requiring the state to pay higher salaries.

North Carolina, which also has a personnel unit forﬁula, shows a
slight negative correlation, although not statistically significant. The

reason is that, unlike Delaware, there are very little differences in

teacher salaries among categories of districts. More d#mportantly, the

' state proiides a substantial amount of transportation aid to rural dis-

17/

tricts, which are also the districts with the lowest property values.—

In the case of New Hampshire no significaﬁt correlation was found.

Although a portion of state revenues ig distributed on the basis of rela-

tive per pupil property wealth, the "Meals and Rooms'" tax and state

lottery funds are distributed on a flat per pupil grant basis. Since

7
=/ There is a strong negative correlation between state funds for trans-
portation and per pupil property values.
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these funds amount to a large share of total state education revenues,
they apparently offset the effect of the state's equalizing formula grant.

When the relationship between state revenues and per pupil property
values was examined by type of district across states, it as found that
for each type of district type, the correlation was negat{ive.l'g'/ The
negative relationship is strongest in the suburbs, which do not generally
qualify for state compensatory funds or transportation funds.

However, since a large share of a district's property base is fre-
quently comprised of industrial or commercial property, property wealth

19/

may not accurately reflect the income level of the district's residents.=

Because of this deviation between income and property wealth, income has

i been suggested frequently as an alternative criterion for distributing

state revenues.,

A statistically significant negative correlation between per capita
18/

Correlation Coefficients (r)*
District Type Property Value Per Pupil/State Revenue

Central Cities -.36
Suburban -.49
Smaller Cities -.37
Rural -.39
ALL SAMPLE DISTRICTS -.35

*All at 1 percent level of significance
19/ |

For example, Ann Arbor, a relatively high income community, has a per
pupil property base of $47,220, considerably below the $76,876 per pupil
property base in Dearborn, with a lower per capita income. In Ann Arbor,
72.6 percent of the real property base 1is comprised of residential pro-
perty, while only 37.3 percent of Dearborn's property base is residential.

,-1";"5. ’
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income and state aid was found in four of the six states examined .—

This negative correlation is due to two factors: (1) Rural areas have the
lowest per capita income as well as the lowest property wealth and receive
the most state aid. (2) In school districts which are dominantly resi-
dential, there is a positive correlation between income and property

wealth., However, an examination of the correlation coefficients by type

of district indicates that the relationship between rural district. income
and state revenue is dominant.-z-y Thus, the only statistically signifi-
cant correlation between state revenues and per capita income is found

among rural districts. It is therefore evident that state aid, except in
rural areas, is not closely related to a per capita income measuré of fiscal

capacity.

In view of differences in demographic characteristics, distribution

20/
State Correlatior Coefficients (r)
(A1l Sample Districts) - Per Capita Income/State Revenue
Delaware .01
North Carolina -.32%
Washington -,38%
Michigan -.39%
New Hampshire -.20
Colorado -.53%
*] percent level of significance.
21/
Correlation Coefficients (r)
District Type Per Capita Income/State Revenue
Central Cities -,155
Suburban _ -.105
Smaller Cities ‘ -.040
Rural ' -,225%
ALL SAMPLE DISTRICTS -.116

*1 percent level of significlaqée. 69
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of property .by type, and non-public school attendance, there are consider-
able differences between per capita and per pupil measures of income and
property wealth. These differences will be examiined in the following
pages, where it will be shown that the particular fiscal measure of ability
to pay which is selected can have a significant influence on the distribu-
tion of state funds to local school districts.

A. Property W/ealthz—z-/ and Property Taxes

In some states, the property base utilized for levying school taxes
includes both real and personal property.2—3-/ Per pupil property wealth,
a3z shown in Table II-5, is $48,837 in central cities, exceeding the subur-
ban average by about 35 percent. Central cities also show the least varia-
tion in property wealth. The greatest differences in property values occur

24/

among suburban districts.~< Per pupil property wealth in smaller cities

is somewhat below the suburban level. Rural areas have the lowest

-2—2-/Assessed property values are adjusted for each school district in this

study to reflect full or "market'" value, on the basis of official assess-
ment: to full value ratios provided by each state. However, this study

found wide uiscrepancies between the state ratios and those computed by
the 1967 Census of Government and other independent studies. In Delaware,
the ratio utilized by the state exaggerated the market value of prouperty

in Wilmington, relative to its suburbs. It is likely that in rapidly
growing suburbs, property values are understated relative to central cities.

2—3‘/Delaware and Nev York tax only real property. In Colorado 13.7 percent,
Michigan 23.2 percent, New Hampshire 7.2 percent, North Carolina 30.9 per-
cent, and Washington 17.7 percent of the property base is comprised of per-~
sonal property. The greatest share of tlic personal property tax falls on

commercial and industrial goods, although some states also tax agricultural
goods, motor vehicles, and household goods.

2—L’-/As other parts of the study have noted, suburban districts not only dif-
fer from each other in property wealth but in many other characteristics,
including income and expenditure levels for education.

SO T TR

Ao i i i 2 b,

S i

3 A




54

600°05z 12a0 uorjerndod yITA SOTIT0 7

8¢~ TT°T$ Sy- 9Z6°8€$ SIOIYLSIA
] TIIRVS TIV
%9* 56°0 9g* L9%¢ LT $3I0TIISTQ TeINy
. . . € sa JIo =1 1
0y 12T 0Y €62°¢e TIT) ILTTEWS D
ov* 8e T 8g* 9€T*9€ sqinqng
A 6T° TS Lz LES*8YS \mmmﬁwo TeI3Ua) o
ELISAER £ 13 44 00T$ 22d adAL 30133S1( yaTeapm E
UTY3II™ 23ey XEJ TaTYITM £31adoag
ﬁOHum.me> %uummoum dOHumHHm> HH@QN Iad
30 2ATI0933d Jo
JUaTOTIIS0D JUSTOTIFIS0D

(696T-896T)
I0I¥ISIA J0 TJAI XY SIIVY XVI AL¥HJO¥d QNV SINTVA AI¥AdOdd

g~71 -TWAVL | . W

|

(8




CRANER e o et

(.St

iRt

4
']
3

55

25
property wealth in all states examined with the exception of Colorado.™

Property wealth in the central city is high relative to suburbs (and
also to other types of districts) for several reasons, including the fol-
lowing: (1) A high conc:eptration of commercial and, o a lesser degree,
industrial property;-—2-§-/ (2) A higher percentage of non-public schcol en-
rollment; and (5) A high rate of out-migration of households with children
in the school age group. These latter two factors are significant since
property wealth is measured on a per public school student basis.

A cowpariscn of effective school property tax rates in 1968-1969, in-
cluding real and personal property, is shown by state and type of district
in Table II-%. As this table indicates, using either weighted or un-
weighted averages, suburban areas have the highest tax rates. However,
despite the higher average ta;c rates for schools, the suburbs raise less
revenue from property than central cities, because 2>f their lower property
values. The use of weighted tax rates results in the lowest taxes being
paid by rural areas, _t;ith both large and smaller cities having approxi-
mately the same tax levels. Treating each state equally (unweighted aver-
age), rural areas and central cities have the lowest tax rates, followed by

smaller cities. As would be expected, the three states with high levels of

state funding have an average property tax which is less than half the

25/
“='Rural property wealth as shown in the 1967 Census of Governments, Vol.

1I, is considerably understated in most states. Therefore, state-provided
equalization ratios utilized in the study do not fully reflect differences
in assessments. An analysis of North Carolina undertaken for this study
indicates that property tax collections could be increased by about 15 per-
cent if acreage and farms in rural areas, and to a lesser extent vacant
lots in urban areas, were assessed at the level of residential property.

zﬁ/In San Francisco 43.5 percent, New York City 41.8 percent, and Detroit
40.4 percent of all real property in 1966 was comprised of commercial and
industrial land and buildings. Outside metropolitan areas, the national
average was only 17.4 percent fo_‘r,‘1§966'. 72
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TABLE 1I-6

EFFECTIVE TAX RATE FOR SCHOOLS
REAL AND PERSONAL PROPERTY
(Per $100 Market Value)

F Central Smaller Statewide
State Cities Suburban Cities Rural Average
Del'aware; § .66 $ .59 $ .55 $ .22 $ .49
North Carclina .67 - .61 .46 .55
Washington | .62 .82 .59 .53 .63
‘ California 1.02 1.22 1.23 1.03 1.12
| Michigan . 1.04 1.31 1.21 .87 1.16
New York 1.48 2.09 1.67 1.75 1.€9
New Hampshire 1.55 2.71 1.97 2.38 2.06
Weighted Average 1.18 1.38 1.21 .95 1.21

Unweighted Average 1.01 1.96 1.12 1.03 1.18
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average property tax for education in other states. New Hampshire, with
minimal state funding, and New York, with moderate state reverues for edu-
cation, have the h\ighest tax rates.

Since five of the states studied levy taxes on both real and personal
property in varying proportions, and two states tax real property only, a
more meaningful inter-state tax comparison is to extract the share of
locally assessed personal property, as shown in Table II-7 from the pro-
perty base. This procedure narrows but does not eliminate the gap bet-
ween New York and other moderate state aid states. The taxes in North
Carolina and Washington are increased relative to Delaware, which taxes

only real property, but tax rates in all three high state aid states re-

. main at _only half the level of those in the moderate aid states. Rural

, areas have low per pupil property values and low property taxes (with the

exception of New York and New Hampshire, as shown in Table II-6). As a
result, r2venues raised in rural districts for schools are below the level
of other districts in most states. This may be due to differences in in-
come, as well asg the higher cost of purchasing education resounces in sub-
urbs relative to rural areas, thus requiring greater local effort to main-
tain basic school programs. 1In addition, rural areas tend to have little
commercial-industrial property, where part of the burden of the tax can be
shifted out of the district. This means that in rural areas, a greater
tax burden is borne directly by owners of residential property and farm
land. In North Carolina and De'l;aware, most rural districts show little
inclination to supplement state aid to any great extent, with some districts

in both states raising practically no local revenues. This is not, however,

the situation in New York or New Hampshire. In these states, the sample

rural districts tax themselves at rates close to the other categories of

i
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TABLE II-7

ASSUMEUl/ TAX RATE - REAL PROPERTY ONLY
(Per $100 Market Value)

|
Central Smaller Statewide
State Cities Suburban Cities Rural Average |
Delaware $ .66 $ .59 $ .55 $ .22 $ .49 i
; North Carolina .94 - | .86 .65 .78
- Washington 77 1.01 .73 .65 .77
California 1.17 1.40 1.41 1.18 1.29
‘Michigan 1.35 1.70 1.57 1.13 1.51
New York 1.48 2.09 1.67 1.75 1.89
New Hampshire 1.67 2.93 2.13 2.57 2.22
Unweighted Avg.2/ 1,15 1.62 1.27 1.76 1.25

e

For purposes of inter-state comparisons, personal property
taxes in all states except Delaware and New York, which tax
only real property, were excluded from the property base,
and assumed property taxes based only on real property weme
computed.

R N

i 2/ Weighted average not computed.
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school districts.

Although central cities in the states studied have lower tax rates
for schools than the average suburban tax rate, such comparisons are not
meaningful without considering the impact of two factors: (1) The per-

" or taxes for non-

sonal property tax,ﬂ/ and (2) "Municipal overburden,
education public services. Although this study did not examine the issue
of municipal overburden to any great extent,g-s-/ the proportion of total
property tax collectioné éllocated for schools was compared to that for
other public services by type of district for the states of De'la.ware, New
hampshire, and North Carolina. This comparison, as would be expected, in-

dicates that cities allocate a much larger share of their total budget for

29
non-education services than do other types of districts .—/ The cities in

7/

Central cities, and smaller cities with a high concentration of industry,
in states which tax industrial and commercial tangibvle personal property,
are benefitéd by the broadened property tax base. As examples, 36.7 per-
cent of locally assessed property tax base in Detroit and 20.8 percent of
the base in San Francisco is personal property, considerably above the

‘balance of the state averages of 20.6 percent and 10.0 percent.

E/The issue of municipal overburden also involves fiscal flows between jur-
isdictions and differences in level and quality of public services, as well
as the importance of particular public services to residents. These fac-
tors require an in-depth examination to determine the extent to which "muni-
cipal overburden'" exists and its impact on school financing.

-2-2/For example, in Wilmington, Delaware, school district property taxes
comprise only 35 percent of all property taxes, compared to approximately
60 percent of property tax collections in suburban schocl districts. Since
the property tax rate for schools is about the same in Wilmington as in the
suburbs, total property taxes are almost twice as high in Wilmington as in
the incorporated municipalities of suburban New Castle County. Similarly,
in North Carolina, cities in metropolitan areas allocate 34.7 percent of
their property taxes to schools, while counties containing no cities over
10,000 population allocate approximately one-half of their property tax
collections for schools. In New Hampshire, the central city of Manchester
allocates 42.8 percent of its property tax to education, the suburbs 63.2
percent, and rural areas 72.1 percent. Thus, these three states follow

the same pattern. .
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these states were found to allocate a lower percentage of their property
tax for schools, but more dollars (because of higher property values) than
other types of districts.

B. Per Capita and Per Pupil Income

Per capita and per pupil income data on a school district level, as
shown in Table II-8 and Figure 1I-8, are btased on Adjusted Gross Income
(AGI) data from the Internal Revenue Service for 1966:29/ Per capita and
per pupil income have been computed by school district for all states in
the study wita the exception of New York and California.

In general, as shown in Table 11;9, average per capita income in sub-

31/

urban districts is above that of central cities. ™ This means that if
state funds were distributed on the basis of fiscal need as measured by

per capita income, central cities would have an advantage over suburbs.

0/

Per capita and per pupil income were derived by matching the 1966 Inter-
nal Revenue Service computer tape containing personal incowe tax return
data according to zip code with the zip codes of individual schools from
the 1968-1969 Office of Education Public Elementary and Secondary School
Directory. Since with this process, only about 80 percent of the zip codes
can be matched with the appropriate schools, the balance of the process in-
volved manually allocating zip codes to school districts through the use of
school district maps obtained from the Office of Education and zip code
boundary maps obtained from the U.S. Post Office. With regard to central
cities with low-income dowvntown areas which report high income tax returns
because of the location of banks, tax attorneys and accountants in this
part of the city, returns above $10,000 were allocated among the school
districts in the entire metropolitan area. Population estimates were ob-
tained by adjusting the number of exemptions on tax returns filed by those
over 65 years of age and estimating the percent of population not listed

as dependents. These values were compared, in the case of school districts
coterminous with the boundaries of other political jurisdictions, to 1966
population estimates made by the Bureau of the Census and to the 1970 Cen-
sus of Population values for large cities and suburbs, in order to deter-
mine the reliability of the methodology.

31/

2=/ me State of Washington is the only exception. There, per capita income -

of the central city school districts is 5.6 percent higher than that of the
suburbs.
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However, if per pupil income is used as the measure of ability to pay, the

central cities lose this advantage.

Differences in per capita and per pupil income between central cities

and suburbs are due to two factors: demographic characteristics and non-

public school enrollment. Households with children in the school age

group, particularly white households, have been migrating from the central

a smzller fraction

32/

suburbs .~/

cities to the suburbs, with the result that children are

of the total population in central cities than they are in the

In addition, in states where non-public school enrollment data were avail-

able by school district, central cities were found to have a much higher
' 33
proportion of non-public school enrollment than their suburbs .""/ Rural

areas would be the major beneficiaries of any allocation formula utilizing

a per pupil income measure, since per pupil income is less than half the

central city or suburban average.—
A (_:omparison of per capita income and per pupil property wealth, as
shown in Table 1I-10, indicates a_dramatic difference between income and

property wealth, particularly if viewed in terms of criteria for measuring

‘:E/For example, 27.4 pexcent of Wilmington's total population in 1970 is
five to nineteen years of age. In the balance of the urbanized part of
the SMSA, this percentage is 30.8 percent. In the city ‘/{t\)f Detroit, 27.2
percent of the population is. in the five to nineteen yeai:‘::old ~category,
compared to 32.4 percent in the balance of the SMSA, a difference of over
19 percent. These differences result in considerably higher per pupil _
income and property values compared to .per c_apit‘af" income and property values.
Qj'ln Wilmington, 33.7 percent. of all enrollment is in non-public schools,
compared to the suburban average of 18.9 percent, a difference of about 78
percent. In Detroit, 24,5 percent of students attend non-public schools, -
while suburban mon-public school enrollment is 19.4 percent. .

- 34/ Rural areas have vefy low non-;pixbli’c school eﬁrollment and iér’ger houSéf

“hold size than do urban areas. - 1
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f_‘,,_"""[?é/See,e 8o Levin, Guthrie Kleindorfer, and” Stout, "Capital Embodiment"
“7- A New View of: .Compensatory Education" in Education and Urban Society, Vol.
+“"1II, No.'3, 1971, p. 301; Berke and Kelly,. "The Financial Aspects of

" Senate Select: Committee on Equal Educational Opportunity, September 22,

66

"ability to pay." As noted above, average per capita income in suburbs is
generally above the central city average. However, prcperty v;iaé; are
substantially higher in central cities.gl Althc;gh per pupil income in
rural areas, as noted above, is less than half that of the .suburbs, per
pupil property values are only 27.1 percent lower. Rural districts would

therefore benefit from an allocation formula based on any of the fiscal

' measures discussed in this section, but these districts would clearly re-

receive the most funds if per pupil income were used as the distribution

 eriterion.

In the case of smaller cities, all four of the fiscal criteria app_roii-

-
-

te the state average. Thus, in these districts, it makes litt],e"'&iffer-

-

ence which fiscal measure is considered as the basis upon Wthh state aid

is distributed.

P

C. Minority Enrollment and Education Finance Characteristics
Many school administrators, federa].v-'”éfficials, and academics have
argued that the educationally dissuvantaged student requires higher cost

36/

e(\l‘ucational program than the- average student.= The percentage of minori-

ty students has ‘frevqnentl'y been used as an index of the need for more -

35/ | o
= In the: state of Washington, where central city per capita income is 5.6

percent above ‘that of the suburbs, the ‘per: pupil property wealth of the
cen..ral cities is over. 87 percent higher than the ‘'suburban average.

Equality of Educational Opportunity,"‘ Testimony. presented to the U.S.

1971‘," DS LT . e
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educational resources.3—7/ Thus this study looks at the relationships bet-

38/

BCRPPRY

ween minority enrollmpnt and selected education finance characteristics

such as revenues by source of funding and various fiscal capacity measures.
These relationships are illustrated in Table II-11.
Of the total enrollment of all states in the study,ﬁ/ 27.7 percent

are blacks or other racial minorities. 1In the central cities, 48.0 per-

cent of all students are from minority groups, compared to 11.6 percent

40/

in suburban areas, 18.7 percent in smaller cities, and 16.3 percent in

» rural districts.

The greatest variation is found among the suburban districts of all

sample states; the least variation is amcng central city school districts.™
There is a significant positive correlation between total revenues

for education and high minority enrollment and between local revenues and

high minority enrollment. The relationship between federal revenues and

£/See, e.g., Berke ot al., "Federal Aid to Public Education: Who Bene-

fits?" U.S. Senate ,S_ia-lgt Conmittee on Equal Educational Opportunity,

April 1971; Burke, Kelly, and Garms, Educational Programs for the Culturally
Deprived-Need and Cost Differentials (National Educational Finance Project,
Special Study No. 3, Albany: 1970).

8/Data obtained from U.S, Department of Health, Education and Welfare/
Office of Civil Rights, Directory o6f Public Elementary and Secondary
Schools in Selected Districts: Enrollment and Staff by Racial/Ethnic
Group, Fall 1968, include American Indian, Negro, Oriental and Spanish-
surnamed Americans '

-3 L
—9/This section of the report includes analyses from eight state5° Dela-~
ware, North Carolina, Washington, New York Michigan, California Colorado,
and New Hampshire. ‘ . ;

40/ The high suburban averag is d-.-e in. nart to the inclusion of districts
such as Highland Park Inkster and Hamtramck in Michipdn and De La Warr in
Delaware as suburban, " although ‘they have many of .the characteristics of
central cities. L :

41/

— The coefficients of variat on are 1 28 for the suburbs compared to .26

for central cities. : S

: Lo e T R
o aAt 84




aouwd33Tusys 3O ao>ma.u=mmumm ™
oocuu«Mch“m jo au>oa u:uouun 1 *
eujToIR) YION 3FO S39TIISTP uwnus mvﬂ3nhucsoo mvsﬁoxm /T

BUFI0BD Y3IION pu® ¢axjysdusy #oN ‘o1BMBI3Q FO SIFIFD TBIIUID mvsﬁocH.\rv

~

ope1o10) ‘310X MaN .mwcuom«auo_v“mmuwum g
aajysduey M9N ‘ueBSTUITH .=0uw=«smw3 .mcaaouuo nuuoz ‘918MBTIQ ."mUuuum v
o
10°- x0€ ° - 10° zo° aw.- «£315doag 17dng 193 WY
%6T " ¥LE"- L1°- oz’ 0T . ewooul T¥dngd 13d ” o
*¥0C" - ¥0L"- 9 G €1 - 69"~ syowooul ®©3pded 194
© (893838 V) i
© (6T = u) (8ST = u) (€g = v) (¢ = 1) (6 = W) .mousmwuz‘,u«ocvMU.awom«m R L
69" ¥9%° %92 %79’ Lz’ | exsped %
YA % »#61° = 80"~ ey’ 1edco0] pue 9383S
€0’ Gi°- YA A x%61°- ge’ . 9NUIAIY 93BIS
YA ge' - €0’ - 0’ ey’ ~ anuIAY ._uoog
%82 " x9Z° H1° o - Ul rﬂusm x9d osco>0m ﬁwuoa
S Ammumuw q + <v osuo>om
(€29 = U) (€8T = W) (€91 = W) (6G1=1 (81 = W)
—530TI1381d seaay S9T31D sqangns '=S3TIT) . awuucmo .
\Wauﬁmm 11V 1eany 191 1BWS A _ ,v

(6961-8961)
SINFIOILAZ0D NOILVIZIN0D
SOILSTNZIOVEVHD HONVNIZ NOILVONAE ANV INIWTIONNA ALTHONIW INED¥Id

1T=1I1 J1dVL

o S
IC:

A vuirox poviisa oy enc [0S

E




RS Joacanly bt fegaannd

69

minority enrollment is even stronger, in large part due to the distribution
of funds under Title I of the Elementary and Secondary Education Act.~= 42/
These relationships'reflect the fact that central cities generally have
the highest revenue per pupil and also the highest proportion of minority
enrollment .4—3/

The pattern found between central city revenues and mincrity enroll-
ment does not hold true for the other types of districts, however. 1In
some suburbs, smaller cities, and particularly in rural areas, as the per-
cent of minority enrollment rises, the total revenues and local revenues for

44
education both tend to fall.—/

42/
— Title I of the Elementary and Secondary Edvcation Act of 1965: finan-

cial assistance to local educational agencies for the education of chil-
dren from low income families or from families who are welfare recipients.
Title I aid, which parallels the distribution of minority enrollment to a
considerable extent, is highest in dollar terms in central cities, where
it averages $35 per pupil, and lowest in suburban areas, amounting to only
$8 per pupil. Rural districts receive an average of $28, smaller cities
$22. Within categories of districts, the greatest differences in Title I
aid, as in minority enrollment are found among suburban and rural dis-
tricts. '

43/Since central cities comprise 34.3 percent of total sample district ADA,
these cities tend to dominate average values.

44/ Among the sample districts, only 7 of the 159 suburbs in the eight states
studied have more than 50 percent minority enrollment. Of these seven :
communities, three have state and local revenues above their suburban aver-
age and four below their suburban average. An additional ten suburban
school districts have 25 to 50 percent minority enrollment. Of these,

_three have below and seven have state and local revenues that are above .
 their suburban average. It should be noted that quite a few suburban dis-

tricts in the states of California and New York with minority enrollments -
of over 10 percent are both affluent and have exceptionally high educa-
tional expenditures. In California, these comunities include Culver City
(12.2 percent minority), Pasadena (38.6° percent), Santa Monica (20.7 per-
cent), Palo Alto (10.0 percent), Berkeley (53.5 percenc) New Rochelle,

with 22.3 percent minority, is the principal’ example in New York State of

a district with such characteristics. Thus the! relationship between minority
enrollment and total school revenues presents a very mixed pattern in sub-
urban districts. In contrast, most rural areas with ‘a ‘high- percentage of

minority enrollment are both poor and have-low expenditures for education.
The correlation coefficient between, total revenues -and percent minority in
rural areas is -.34. ¥
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There is also a negative correlation between per capita income and

AT "

percent minority: the higher the income, the smaller the minority enroll-

ment. This relationship is particularly strong in rural areas. However,

Sl ks

there is a positive correlation between per pupil income and percent

minority; this seemingly contradictory situation exists because areas of

high minority enrollment tend to have more students in non-public s.chools

and a lower percentage of population of school age. Finally, there is no :
significant correlation between per pupil property values and percent of

minority students.

In sum, mincrity students in rural areas are distinctly at 2 disad-
vantage in obtaining revenues. In contrast, in urban aﬁés,’ particularly

in the larger cities, funds for education are frequently higher in areas

with considerable minority enrollment.

IV, WHO PAYS: FOR PUBLIC EDUCATION?

This section of the report is ctoncerned with the disparities in tax

purdens among various income groups for the support of public elementary

“‘ l-,‘and secondary education.is-/ This study examines both the state and local
tax burdens for selected income groups in the states included in this

46 - : -
study.—/ Comparisons are made among the states and between the urban and

rural areas within a partiéuiar state.ﬂl Since most of the proposéd

43/ Tax burden ca i‘c'ulatilons include rev_e_n{xes for both current va‘nd capital
. expenditures. : o o o ,

4—6/Sta'_tes‘1nc1uded‘ 'in this asﬁévc't:'féf - the study are __D_Qldwére_, _Hawéii',_Nthh
Carolina, and Washington (high aid states); California, Michigan, andNew

York (moderate aid states); and New Hampshire (low aid state).

urban and rural non-farm households by :region, which were utilized in this

& analysisito estimate expenditureg for items subject to state and local taxes.

o——=

e 1 ] AT ATV A ..

f
N i
1 L !

The Department 'of-vl'..afb'of provides statiisticé;,_ﬁoyﬁhkbéndimre ‘patterns for-j .

P St
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alternatives to the present method of financing education involve increas-

ing the stat-ewslhare of public school funds, an analysis of the existing
state tax structure for education is important in examining education fi-
nance characteristics.

The analysis consists of two parts: (1) An estimate of the direct
and indirect taxes paid by households into the state general fund for
elementary and secondary education, or into state funds earmarked for edu-
cation. (This estimate excluded federal income tax offsets). (2) An esti-
48/

mate of the local taxes for education paid directly by households.

A. State Taxes

All major state tax payments by households into the state general

fund and special funds earmarked for education are calculated by income
groups.-a—g-/ The analysis took into account that part of the corporate in-
come tax and selected other taxes that are shifted to out-of-state resi-
dents, but it did not estimate the portion of corporate taxes shifted into
each of the states studied. Thus total state tax burdens are somewhat
understated in this analysis. |

Average state tax payments to the state general fund and to ear-

As this table shows, three states have regressive tax structures, two are

essentially proportional, and three have progressive tax structures.

48/Detailed data are given for each state in Volume II.

&2/ Households are grouped by money classes on the basis of demographic and
regional distributions provided in the Department of Labor Survey of Con-
gumer’ Expenditures: and Income, July 1964. State per" \nal income taxes,
grouped by states on the basis of income as reported on' tax returns, arve
converted for this study into’ household- units which. conform with the De-
partment of ‘Labor household unit size by income. I :

marked funds for public education are shown by income groups in Table II-12.

X A
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Low Income Households. State tax burdens for low income households

tend to be relatively low in two high state aid states -- Delaware and
North Carolina. They are high in the two other high aid states -- Hawaii
(which has the highest state tax rate for low.income households of all
states in this study) and Washington. Low income households in New Hamp-
shire (where the state contributes very little to education) and in Cali-
fornia (a moderate zid state) pay the smallest proportion of their income
for education of the iow income groups in the states examined.

Moderate Income Households. 1In the $7,000 to $9,999 income class,

state tax burdens are comparable in all states examined, with the excep-
tion of New Hampshire whose residents in this income class pay only 0.4
percent of personal income in state taxes for education. Hawaii has the

ighest rate for this category, at 3.5 percent, followed by North Carolina
at 2.5 percent. High state aid states, as would be expected, have

slightly higher state tax rates compared to the other states.;?

High Income Households. At the $15,000 and over incomeﬁlevel, the
same trends shown in the moderate income group are evideatg.with Hawaii's
_ o e
state taxes of. 3.9 percent the highest and New Haméphire%é level.of"Qié
percent thellowest} North Carolina taxes on hiéh income households are.

3.6 percent.

_B.v Local Taxes

50/

Wrocal taxes, primarily real property taxes, are the nmjor'sodrce'

50/

-—-Although the major share of property taxes are derived from taxes on
real property, a number of states also tax: tangible personal property,
primarily commercial and ‘industrial goods,. for education. Tangible per-
‘sonal property amounted to 13.4 percent of a11 property in the eight states
'studted As a’'result, the effect of local taxes is understated in those
states which have a tax on tangible personal property. :

90
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of local tax revenue. These taxes, shown in Table II-13, have been allo- 1
cated to income groups on the basis of the 1960 Census of Housing ratios
of house value to income for one or more metropolitan areas in each state
included in this aspect of the study, and on the University of Michigan
1968 Survey of Consumer Finances, which provides values of owner-occupied
housing and rental payments accérding to family income.él/ It is assvmed

for purposes of this analysis that the same house value/income relationships

exist outside the metropolitan areas. The values computed for this study

52/

egclude personal property taxes paid by homeowners.== : Real and personal
property taxes paid by industrial and commercial enterprises are also
excluded. Non-residential property taxes are in'part shifted to consumers,
both within and outside the st;te, and are in pa?t absorbed by the owners

of the property. Since the calculations in this report have excluded this

.-, effect, the values derived understate the total burden of the property tax

él/An examination of effective tax rates for homeowners and renters for ‘
the years of 1960 and 1968 indicated no substantial differences in tax pay-.
ments as a function of income. Therefore, values derived from this '
analysis are limited to homeowner-income to house-value ratios, as shown

in the following example: 'if in a particular urban area, an average
household earning $10,000 owns a $16,000 home, and the effective property
tax rate is $2.00 per $100 of market value, the household pays $320 in
school property taxes, or 3.2 percent of its total household income as de-
fined by the Bureau of the Census. In the view of the authors of this

study, house value to income ratios as shown by the Bureau of the Census

for the higher income families are too low, particularly in‘suburban'aregs.
This tends to underestimate taxes paid by middle ‘and upper income families.
This study assumes that the property tax on improvements is shiftéd for-
ward to tenants. See Netzer, Economics of the Property Tax (The Brookings
Institution: 1966), Table III-8. ’ B P :
52/ v T S IR P i
= As shown in the 1967 Census of Government, Vol. 2, Table 22, only a small . _j
fraction of'bérSOnal'téqgiblevpropértY'taxeéLihvolve{househOld.goods,; Lo
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on households in all income groups._5_3./

Many low income families rent public or subsidized housing which may
be tax exempt. In addition, a number of states reduce the property taxes
of low income homeowners 65 years of age or over. The valueé for the
average property tax burden for low income households shown in the accom-
panying tables may consequently be higher than the actual burden on these
income groups.i/ In view of these limitations in comput:ivng the burden of
property taxes, the principal function of this analysis should be viewed -
as enabling comparisons to be made among and within states. |

s

In addition to the property tax, other local taxes are a/].l’o’éated for
education, such as sales taxes in Michigan, utility ta:ges”"in a few cities
et

N
-

ig-/lndustrial and commercial property varies” from 22.1 percent of real
property in Washington to 37.4 percent of real property in New York. In
states examined for this study, the majority of personal property taxes are
on industrial and commercial goods.  To determine the impact of commercial
and industrial property, an analysis of the inclusion of this item was
made for the States of North Carolina and Washington. It was found that
the tax burden of low incouie urban households in North Carolina increased
from 3.8 percent to 4.0 .percent, a five percent increase. For urban house-
holds, taxes increased from 4.3 percent to 4.7 percent, a nine percent
increase. This indicates that adding commercial and industrial property,
based on the assumption that part of the tax is paid by owners of the busi-
ness enterprises, increases the tax burden relatively more for higher in-
come househclds than for lower income households. (See Vol. IT, North
Carolina znd Washington.) However, the overall regressive pattern of the
property tax is not affected by this additicn. Concurrently, homeowners, -
particularly those in high income tax brackets, can offset a considerable
part of the property tax by deducting their tax payments from federal
income taxes. (In states where data was available, state income tax deduc-
tions were included in the computation of state income tax burdens.)

54/A number of additional factors may contribute to the highly regressive
pattern shown by the use of Census of Housing data. These include the
following: (1) Census values consider only current income, rather than
income over time. It has been shown that expenditures for housing, as
noted in Netzer, op.cit., are generally governed by their long term income
expectation. (2) The imputed income values of owner-occupied housing is
not estimated. '

o
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in New York State, Capitation taxes in Delaware, and lottery profits in
New. Hampshire.. The effect of these taxes is mcluded in estimating local

tax bur@ens .

“"Local property tax rates, even if the effectof property taxes paid

"iby industrial and commercial enterprises is considered, are found to be
regressive. The percent of income paid in local property taxes varies

primarily with effective school district tax rates, since the house value

to income ratios a‘nd rent as a percentage of income does not appear to de-
viate sharply between metropolitan areas in the states examined. As a re-
sult, the highest share of income paid through all local taxes for educa-
tion is paid in New York State, where the burden ranges from 10.9 percent

of income in the $2,000 to $2,999 household income group to 2.2 percent

2

for households with incomes over $15,000. The inclusion of property taxes
paid by industry and commerce as weli a‘s ‘on :other personal property, as
noted previously, will result in somewhat higher local school tax burdens,
and also result in a slightly less regressive total local property tax
structure. It is of interest to note that local property taxeo are
slightly lower in New Hampshire than in New York, despite the fact that
about 85 percent of all echool revenues in New H‘amsphireis derived from

| 55/
the property tax compared to approximately half in New York.™

C. Combined State and Locel Texee

As indicated in Table I1-14 and Figure II-14, the combined state and

local tax pattern varies from a "U" effect (lowest taxes for middle income

’
b

55/Although differences in house value to income ratios among cities are
not great in 1960, the ratios were higher in the New York metropolitan
1 area than in New Hampshire. o
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FIGURE II-14

COMBINED STATE/LOCAL TAX BURDEN FOR EDUCATION
BY SELECTED INCOME GROUPS 1968-1969
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groups) in Delaware a'nd North Carolina to a generally regressive pattern
in the other states. |

Combined state and local tax rates for selected income groups,
w;,ghted by the urban and rural population of each state, are shown in
Table II-15. State taxes allocated for primary and secondary education
are broportional up to the $10,000 household income category, progressive
for higher income groups. Local taxes, dominated by the property tax, are
consistently regressive. The combined state-local taxes for education are
regressive up to the $15,000 group. However, taxes for the highest (over
$15,000) category are somewhat higher than for the $10,000 to $14,999 in-
come group., It s;houl'd» be noted again that these estimates are conserva=
tive; An a\pproximation is that the avérage household pays over five per-
cent of its;. income for elementary and secondary education.é-fl/

The states with the highest over=-all taxes forrj"education are at each

ends of the income spectrum -- New York , with the highest income and North

Carolina, with the lowest income among the states examined.

56/

~ The ‘c,omputat'il.on'lof an average household education tax burden, which ex- °

cludes federal funds for education, is based on the Bureau of the Census
1968 national family income distribution pattern. The Bureau calculates
‘that $48.35 per $1,000 of personal income in 1967 was allocated to local
schools, a somewhat lower value than this study estimates based on the
sample states. ' o S

o
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PART II

INTER-STATE AND INTRA-STATE
EXPENDITURE COMPARISONS

I. EXPENDITURE DIFFERENTIALS BY FUNCTION

This section of the report deals with differences in expenditures
among school districts by function (e.g., plant operation and mainten-
ance, instructional personnel, and transportation). | It analyzes data
from six statcs -- Delaware, North Carolina, and Washingten (high aid
states) and New York, Michigan, ‘and California (moderate aid states).

A. Disparities in Expenditure Levels

Per pupil expendi tures among states included in the study, as
shown in Table II-16 and Figure 1I-16, vary cons1derab1y, from $567 in
North Carolina to $1,229 in New York.éé/‘ Total current operating expen- |
ditures per pupil are higher in central city districts compared to suburbs
in a11 states except Michigan. If federal funds ‘are exc1uded,. expenditures
in the suburbs of the . State of New York exceed: average expenditurcs\:of cen-
.b tral cities in that state, However, in the remaining four states, central

‘ city expenditures exceed the suburban average even with the cxclusion of

' federal funds. The major factor resulring in expenditure differentia’s

between centra1 cities and suburbs in a11 states, ncluding Michigan, is the.

: 1eve1 of te_acher expenditur_es_, discussed 1ater in this chapter.

-2l /Per pupil expenditures by function for each type of district by state
are shown in Tablns II 25 through I1I-28. :

T "',4
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Again with the exception of Michigan, smaller cities in the states

in this study have lower total expenditures than the central cities, while

rural areas spend less than any other types of school district.= 38/

B. Proportion of Expenditures by Function

As noted above, total per pupil expenditures vary considerably -among

states. In the following pages, this report tries to determine whether the

proportion of the budget each state allocates for specific functioms also
shows considerable inter-state and intra-state (by type of district)
deviation.

1. Instructional Expenditures. As shown in Table II-17 and illus- )

trated in Figure II-17, expenditures for instructional'functions, excluding
fixed costs for pensions and other teacher benefits,'vary congsiderably ~--from

63.1 percent of the total education'budget in North Carolina to 73.2 per-

cent in California. When total instructional expenditures are examined

in terms of components, the following is found:

(1)  The proportion'of budget allocated for teachers,
with thefexception of New York, shows little variation:
among states, despite the fact that dollars per

pupil expended for teachers vary sharply.

(Z)p“The proportion of. the budget allocated tor principals o

and supervisors shows a much greater range than that .

58/North Carolina is an exception ‘to this expenditure pattern., There, the
high cost of transportation in rural. areas results in higher total expen-
ditures in rural areas: ‘compared to. smaller cities, although rural areas
spend $20 less per pupil for instructional expenditures than these

cities.,: P T . , .

:/,"'

oo v b .




”ég/Expenditures for principals and supervisors range from 3. 8 percent of
' current operating expenditures in Delaware to 6.5 percent in New' York. Part
of this difference may be attributable to how ‘each state defines: principal
- -and supervisor and alqo classroom teacher. (Note that in New: York "other
‘instructional” pPrsonnel" is only’ l 7 percent of all expenditures while in

- 60 ' ’ '
,"'(Thearange-in "other instructional personnel" is. from a 1ow 1.4 percent
in'North ‘Carolina. to. a high of 9.0 percent in California. ‘As noted in con- .

to differences in definition,_ﬂ'Wl‘

‘ two ‘items: - clerical staff, $28 and supplies, "$29-per pupil. In- contrast
‘North Carolina ‘spends only $6. per pupil for clerical gstaff. However, it
' should be pointed out that in North Carolina ‘miscellaneous. educational ex- '
"penditures, which would include "other instructional“ eXpenditures, were

86

for teachers. 22/

(3) Other 1nstructional personnel vary considerably among

the states in percentage of total expend1tures.60/

(4) Other instructional expendi tures (supplies, textbookss
etc.) also vary in their percent of the total budget,
Washington having the highest proportion and North

61/

Ccarolina the lowest.—

2, Non-instructional expenditures. Non-instructional expendi-

tures, which do not suffer from the same definitional problems*as instruc-
tional expenditures, vary from 16.9 percent in California to 22.3 percent
in Delaware. An examination of the components shows,the follow1ng.

'(lj' Transportation costs vary as a proportion
“of the total budget from 4.4 percent in
Nén York to as low as 1.6 percent in

California

I

California it is 9 0 percent )

L , R el e .;we;r:f

nection with: principals and supervisors, part of the variation may be due

61'ngh "other instructional" expenditures in Washington appear to be due to

grouped under "other: costs" since precise difinitions of what this item .

tncluded could not be ascertained.” - ey e N
.....
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(2) Administrative expenses, with the exception
of Delaware (which is high), show little

variation among the states.

(3) The proportion of the budget allocated for plant
operation varies widely among the‘ states.
Delaware, Michigan and wﬁshington are all
above 9 percent, Califorﬁia 7.6 percent,

and North Carolina, a low 4.6 percent.6—2-/

Perhaps the warmer climate is a factor in

the low cost of plant operation in North

Carolina and California relative to other

gtates.

(4) Plant maintenance costs do not vary substantially

among the states,

3. Fixed charges and other miscellaneous services. The pro-

protion of current operating expenses allocated to this item varies

sharply from 19.8 percent in North Carolina and 16.4 percent in New

number of factore, primarily those related o the level of teacher benefits.

Each state has its own arrangements as to the type of benefit and the

82/ New York's expenditures for plant operation are combined with those for
iplant maintenance. :

[York to only 7.8 percent in Delaware. These differences are due to a
-

31106
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share of the total cost that is the responsibility of the state govern-

ment. ‘6—3'/

The above analysis indicates that the proportions of the total budpet
allocated for major functions;, particularly for teachers, are not sub-
s’.antially different among the states eveh though the dollars per pupil
expended for these items differ sharply. In contrast, when the expen-
ditures by function are examined by type of district, instructional ex-
penditures as a proportion of the total budget were found to vary
considerably.

c. Impact of Expenditure Differentials Among Districts
by Function

As previously noted, the lack of common definitions and standard

.accounting practices among states makes comparisons of expenditures by

fﬁnction difficult. However, an examination of this aspect is some-
vhat more reliable among distuicts within a state than amoﬁg states.

As shown in Table II-18, there are substantial differences in total
expenditures between central city, suburban, and rural districts.

Central Cities/Suburbs. The average difference in expenditures

between central cities and gsuburbs in the six states analvzed in this
section of the report is $110 per pupil. of this differential, about

80 percent can be accounted for by differences in instructional person-

-6-3-/In New Yorck all employee benefits are paid by the local school district,
whiie in Delaware, it is primarily a state function. In New York, fixed
charges are 14.7 percent of current operating expenditures, while in Dela-
ware, they are only 7.8 percent. As noted previously, in North Carolina,
high "other costs" are due to the inclusion of items which could not be
allocated to specific instructional functions. Thus, it is liekly that
part of "other costs" are, in fact, items which should be included in
instructional expenditures rather than in this item.
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nel costs, excluding fixed charges., If it is assumed that 60 percent
of fixed ch'argeél}'chre for in’structi&nal personnel benefits -- ?robably a
conservative est:ﬁnat:e -- aiimost: the total expenditure gap between cer.-
tradl cities and suburbs is explained by differences in both salary and
benefit payments to classroom teachers, principals and supervisors.ﬁ/
Non-instructional expenditure differentials between central cit:'y
and suburban districts are relatively minor, the costs for these items
averaging $179 for central cities and $168 for suburban school districts.
Expendi.tures for transportation are consistently highef in suburbs rel-
ative to central cities with the exception of New York City, which has
65/

very high- transportation costs.—~ In every state, plant maintenance

costs are higher in the central cities than in any of the other types of

distxricts.

Central Cities/Rural Areas. The same general pattern exists for

cost differentials between central cities and rural districts across

éﬁ/Employee benefits increase as average salaries increase, but not in
direct proportion, since certain expenditure items, such as social secur-
ity payments, have maximum cedlings.

85/ 1he high expenditures for this item in New York City are explained by
a number of factors. First, 9 pexcent of all regular students are bused
-- a high proportion for central cities. In addition to these students,
11,000 handicapped students are bused to both public and private schools.
The third factor affecting the high cost of transportation is the high
galary/fringe benefit structure for bus drivers, which exceeds that of

the balance of New York State.
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the six states. Even if fixed charges are excluded, about 77 percent of
the $297 difference in total expendit:u__res between cities and rural areas
is attributable to salaries for classroom teaciers, principals and
supervisors,

A state-by-state comparison of differences in total expenditures
between central cities and rural areas, compared to differences in
instructional staff expendit:ures;, is shown in Table II -19., As the
data in this table indicate, between 638.7 percent and 100,.G percent:of
- the total difference in expenditures is due to expenditures for salaries.

'i‘he difference in non-instructional expenditures between central
cities aud rural areas is only $31. Among non-instructional items,
transportation costs in every state studied are highest in rural areas.

Comparing all urban (central city, smaller city, and suburban)
districts to rural districts, plant operation and maintenance costs
are substantially lower in rural areas, more than offsetting the higher
cost of transporting students in rural districts\. In eve:y state, plant
maintenance costs are higher in the central cities than in any of the
other types of districts.

The alove analysis demonstrates that if there are judicial or leg-
islative pressures to reduce dollar expenditure differentials between
school districts within states, the focus will have to be on reducing
the gap in expenditures for instructional personnel, Non-instructional
items show little dollar variation within states, although there are

considerable differences among the states.
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II. EFFECT OF TEACHER CHARACTERISTICS ON EXPENDITURE
DIFFERENTIALS

Previous sections of this chapter have already noted that expendi-
tures for teachers are the major cause for inter-state and intra-state
expenditure differentials. This section examines the major factors
which contribute to the differences in teacher expenditures: pupil-
teacher ratios, teacher education and experience, starting salaries
and salary increments.

A. Pupil-Teacher Ratios 29/

In four of the six states included in this portion of the st:udy,g-z/

central cities are found to have lower pupil-teacher ratios than suburbs
or .any other type of district. In Michigan and Washington, the oppo-
site is the case. This explains the low teacher expenditure level in
Detroit compared to its suburbs. Rural areas, if California is ex-
cluded, have the highest pupil-teacher ratios .29'/

Five of the six states show relatively little variation in pupil-

69
teacher ratios among types of districts within the st:at:e.-—/ However,

s6/ Inter-state pupil-teacher compariscns should be viewed as somewhat
unreliable because definitions of classroom teachers are not consistent.
Foz example, New York classifies as classroom teachers such professionals
as guidance counselors, classified by most of the other states as 'other
iastructional staff."

67/
The six states analyzed in this section of Chapter 1I are Nelaware,
North Carolina, Washington, California, Michigsn and New York.

-§-§/Dat:a on numbers of teachers provided by the California Teachers
Association for this report, since such data were not made available by
the State Education Department, appear to underestimate the number of
teachers in school districts, particularly in urban areas.

69
—/-l'he exception is Delaware.

v
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within suburban districts of most of these states, sharp differences in
pupil-teacher ratios are frequently found. Generally, affluent suburban
school districts have much lower pupil-teacher ratios than poorer sub-
urban districts.

Central cify teachers, as shown in Table II-20, have more years
of experience than suburban teachers in all states except New York.E/
The average difference, examining this relationship across all states,
is approximately 1.3 years. In Delaware and Michigan, however, the gap
is 2.5 years. Rural teachems (with the eicception of Michigan) also
have less experience than those in central cities. Since teacher sala-
ries rise with seniority, this helps explain why per pupil expenditures
are higher in central cities than in other categories of school districts.

The differences in advanced degrees held by teachers in different
type of districts present a more erratic pattern (see Table II-21).
In two states (Delaware and California), the proportion of central city
teachers with advanced degrees is less than in the suburbs, and in three
states (Washington, Michigan, and New York), the proportion of teachers
with advanced degrees is higher in the central ciéies. Salaries also
tend to rise with degre. status. However, vecause of the mixed distribution
pattern the education level of teachers does not have a uniform impact on

expenditure disparities between central cities and suburbs for the sample

as a whole.

Zg/'l‘his is not unexpected, since growing suburban communities probably
hire a greater percentage of new teachers with little experience than the

cities.

.
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TABLE II-20

(1968-1969)

AVERAGE TEACHER EXPERIENCE IN YEARS

Percent Percent
Difference Difference
Central Sub- Central Central
City =~ wrban City/Suburb Rural City/Rural
Delaware 11.1 8.6 29.1% 9.5 16.8%
North Carolina N/A N/A N/A N/A N/A
Washington 8.5 6.6 28.8 7.2 18.1
California 7.6 6.9 10.1 6.8 11.8
Michigan 11.0 8.5 29.4 11.2 -1.8
New Yorkl/ 6.2 7.3 925.1 6.1 1.6
l/Includes experience in school district only.
TABLE I1I=-21
PERCENT ABVANCED DEGREES
(1968-1969)
Percent Percent
Difference Difference
Central Sub- Central Cantral
City urban City/Suburb Rural City/Rural
Delaware 24.9% 28.0% -11.1%2 16.02 55.6%
North Carolina N/A N/A N/A N/A N/A
Washington 19.8 15.2 30.3 13.1 51.1
California 22.6 23.8 - 5.0 15.7 43.9
H1Chiganﬂj 36.0 32.6 10.4 18.8 91.5
New York— 19.4 13.6 42.6 5.4 259.3

-lﬂasters + 30 or more credits, or doctorate. Inclusion of thoae
with masters but less than 30 credits would undoubtedly make
the percertages substantiall y higher.

gk
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However, between central cities end rural areas, the difference in
education levels does‘havé a significant impact on the expenditure dif-
ferentials, The data show that the céntral cities have over 60'percent
more teachers with advanced degrees than rural areas.

As a result of both the education and experience differentials be=-
tween central cities and rural areas, one would éxpect rural districts
to have lower per pupil expenditures even if a uniform statewide salary

schedule were imposed.

) Within the same school district, teachers with advanced degfees;

consistently have more years experience than those without advanced

degrees:Zl/However, this relationsﬁip does not necessarily hold when |
] . comparing city and suburban school districts: the affluent suburban
districts in Delaware, for example, have a higher share of teachers

with advanced degrees than does the city of Wilmington, but these sub-

urban teachers have less average experience,

It is not feasible to compare total average teacher experience

72]

among the states because the data are not compatiblec. =

It is possible, however, to compare advanced degrees between states,

; although their importance in determining salaries varies sharply even

73/

among school districts within the same state.~ Even in this area,

-Zléee Table W = 2, Vol. II, which associates years of experience for
teachers with various levels of education by type of district for the
State of Washington.

12/

e e s et s s

For example, data for New York reflect only years of experience within
.a particular school district and not previous experience elsewhere in the
‘gtate. In other states, out-of-state teacher experience may be counted
only partially or may be totally ignored for salary increment purposes.

;Q/Some districts give salary increments for the mere accumitlation of
;credits, without requiring the attainment of a degree.

ERIC 1115
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data limitations presented some problems in making comparisons, partic-

. |

t , ularly in North Carolina and New York.lé-/Of the remaining states, '
Washington appears to have the fewest advanced degrees; Michigan the

highest share, It should be emphasized that the level of post-graduate ' i {

training, in terms of credit hours, is considerably above the percentage

of teachers with advanced degrees. For example, over 60 percent of all

teachers in the central cities of New York have more than 30 credits

E beyond a bachelor's degree but less than 20 percent have a masters
degree plus 30 or more eredits. Since salary schedules in many states

are based on credit hours, or a combination of credit hours and degree,

there is generally little incentive for acquiring advanced degrees
rather than additional credits.z-'-s-/

B. Starting and Average Teacner Salaries

1. Starting Teacher Salariés E/

To assess the impact of teachers' salaries on total ex-

penditure differentials, the initial step is to determine differences

in starting salaries (for a bachelor's degree with no experience). The

impact of three additional factors -- education, experience, and salary

increments based on education/experience -~ is subsequently examined.

ot e s

Zi{)istrict level data are not available for North Carolina while the
New York education data reflect only masters degrees plus 30 credits s
and thus underestimate the percentage of teachers with advanced degrees.
s/ In California, for example, less than 20 percent of the school
districts provide additional payment for an M.A., usuzaliy a bonus in
£ddition to what is paid for a certain credit level attairmment.

7§4ﬁ.nce in some states data on starting teacher salaries were not avail-
able for every district, in those states the analysis is based on a se-
lected sample of districts.

116
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As shown in Table II 22, central cities have higher starting sala-
ries than suburbs in three states (Washington, California, and Michigan)
and lower salaries in two other states (Delaware and New York). Despite
this uneven pattern, average central city salaries are 4.8 percent higher
than those in suburban districts. If each state is weighted equally, the ]
difference is decreased slightly to 3.5 percent. Where differences exist,
they may be attributable to stronger union negotiating power in the cities.-7—7-/
. Other causes may be that teaching in central cities is less attractive, or
that wages are higher for other white-collar occupations in central cities
than in suburbs. In contrast, starting salaries in rural districts are
consistently lower than in either central cities or suburbs]—gl The aver-

‘ age salary difference between central cities and rural areas is 10 per-
r cent.zg/ These differences are no doubt attributable, at least in part,
to cost of living differentials, prevailing wage rates for other white-
collar occupations, and possibly to such factors as the strengtk of the

respective parties in salary negotiations, and fiscal capacity with regard

te the raising of local revenue.

j 2. Average Teacher Salaries

80
| The level of average salaries 89/ in a given school district

| 11/ In a number of districts, teacher organizations prefer to seek large
¥ increments for each additional year of experience rather than higher start-
ing salaries.

ﬂRural teachers {n Michigan have starting salaries which are 17 percent
i lower than in the central cities; in Califormia, 13 percent lower than in

the central cities.
{"'5 / 1f each state is weighted equally, the dirference is 8.2 percent.

& ’
89/ Since average teacher salaries in a number of states were derived by
. dividing teacher expenditures by the number of reported teachers, the com-
£ puted salaries may be biased upward slightly from actual salaries by the
i inclusion of other related expenditures in the teacher salary account.

1418
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is a function of three variables in addition to the base or starting sal-
ary: distribution of teachers by experience, distribution of teachers by
education, and increments to base salaries as a result of the combination
of experience and education for each teacher. There are, as shown in Table
11~ 23, larger differences in average salaries among the states by type
of district than there are in starting salaries. The average teacher sal-
ary for all sample districts is $9,885.-8-y

The weighted average salary for central cities in the seven states-in-
cluded in this aspect of the study, as shown in Table JI- 22, is $10, 413,
or five percent above the $9, 876 average of suburban districts. In all
states examined, central city average salaries exceed those of the subur-
ban districtsby a range of 2.3 to 15.7 percent.-g—z-/ The two factors con-
tributing to higher average central city salaries are: (1) higher average
years of experience for central city teachers in all states examined (wito
the exception of New York) and (2) higher starting salaries and salary
increments in the central cities of three of the five states.

In smaller cities, weighted average teacher salaries are approximately
$9,400, in rural areas only $8, 134. Thus, rural salaries are 19 percent

below the level (weighted averages) of central cities and 13 percent below

the level of suburban districts.

§l[If New York is excluded, the average teacher salary drops to $9,486.

§2/
~='If each state is weighted equally, the average central city salary drops
to $10,042, the suburban average to $9,374.

RPN
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The urban-rural salary differences are due primarily to three factors:
(1) lower starting gsalaries for both bachelor's and advanced degrees in
rural areas, (2) smaller increments for experience and education, and (3)
a lower percentage of teachers with advanced degrees. The average ex-

perience level of teachers in rurai areas does not appear to deviate from

those employed in urban areas.
Average salaries are the t:iphest in the large cities (over 250,000
population) of california, Michigan, and Hew York, as well as in Wilming-.

ton, Delaware. New York and California also have the highest average

aieioh B

gzlaries in both suburban and rural districts of all states studied.'
Average teacher salaries in central cities show the highest positive cor-

relation with the amount of local revenues raised, as would be expected.

s i ool

s 2

Only limited data have been collected for salaries of instructional
personnel other than teachers. These data show that the salary pattern

by type of district parallels that of classroom teachers, with central

cities paying the highest average salaries, rural districts the lowest.

111 . DOLLAR EXPENDITURES AND RESOURCES PURCHASED:
COMPARISON OF NEW _YORK ARD W)RTH CAROLINA i

e ————— - A ———_-’ e e

1t is well recognized that doilar expenditure comparisons among re-
gions within a state, and even more, among states, may be misleading due
to differences in the cost of purchasing similar educational resources

:‘ in- different areas of the nation. It is therefore useful to determine

B O A

what share of expenditure differentials, particularly instructional
expenditures, can be explained by cost of 1iving or general wage rate
differences (which would influence teacher salary differentials) among states

; and among types of districts. ‘ This point is demonstrated by looking at
o the states at the two extremes of per pupil: expenditures among the s$ix

1

PG It fiianan) . "
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states included in this part of the study . New York and North Carolina
are compared on the basis of the cost of specific functions (e.g., trans-
portation, instructional personnel, administration). As shown in Table
11 -~24, total current expenditures in New York are 117 percent above
North Carolina; instructional personnel expenditures are 119 percent
higher. The two greatest percentage differences are in the cost of trans-
portation and of principals and supervisorsgy The greatest 'absolute dollar
gaps, however, occur in expendi tures for teachers and other instructional
personnel.

Differences in teacher salaries among states (and generally, within a
state) are attributable to a number of factors, including the following:
1. Differences in teacher organize. {on strength and militancy

2. Cost of 1living differences

3. Higher proportion of teachers in rural sreas (as found in
North Carolina compared to New York)

4. Differences in education and experience levels of teachers

5. Relative supply and demand for teachers

To determine what effect price differences, as contrasted with
qualitative differences (e.g., differences in pupil-teacher ratios,
in education and in experience) have on per pupil expenditures for
instructional personnel, the pupil~-teacher ratios and educational
levels for teachers in North Carolina were adjusted to reflect the

ratios and education levels in New York. As the first step, pupil-

82{:1 1969-1970, senior high school principals with doctorates were paid

between 526,495 and $28,995 in New York City. In most other urban areas
in New .York State, the range is from $16,300 to $24,500. In North Caro-
1ina, the range in urban areas for senior high school principals with doc-
torates is from $13,196 to $15,240.
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teacher ratios were adjusted from 23.2 pupils per teacher in North

Car.iina to the 17.7 pupils per teacher ratio in New Yorkr%/ Second,

the percentage of advanced degrees in North Carolina was adjusted to

| reflect the distribution in New York;g-s-/ Of the total per pupil instruc-
tional cost differential, it was found that 30 percent could be explained
by these two factors: pupil-teacher ratios and advanced degrees. The
residual of 70 percent of the difference in expenditures is most likely

attributable to salary differences between the two states.

AU et pnn o -

It {s also likely that differentials in other than instructional
expenditure ftems, such as plant maintenance and clerical staff, sre
largely due to Zaifferences in labor costs among the two areas, since
education is a highly labor intensive service. Only a few wminor
; expenditures, such as textbooks and supplies, are relatively independent
of local labor cost differentials,

Statewide average teacher salaries are 54.1 percent higher in
New York State than in North Carolina. HMHowever, the differences in
teacher salaries between the two largest cities of North Carolina and
the two iargest cities of New York are less than the statewide differ-

86/

entials— This indicates that wage differences for teachers are

84
—l"It is assumed that the number of principals and other instructional

staff, as well as their salaries, follows the teacher-pupil ratio; thus ;
costs are increased proportionately.

5
85/ It is not 1likely, based on data from other states, that average

teacher experience varies between New York and North Carolina.

86/ It should be noted that New York City accounts for 52 percent of
the New York State sample district ADA, while all of Mecklenburg County
(which includes the city of Charlotte) accounts for less than seven per-
oent of the North Carolina sample district ADA.
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more pronounced in smaller cities and rural areas, which constitute a
substantially higher share of the pupil population in North Carolina
than in New York. In addition, high expenditures fin New York State
are greatly influenced by high non-teacher salaries in New York City
for such groups as school bus drivers, principals, and supervisors.

A comparison of the difference in wages for clerical and fndustrial
workers betseen North Carolina and New York was undertaken to see
vhether these differences bore any similarity to those found in
teacher sularies after the education and experience differentials between the
two states were equalized. An examination of general union wages
(based on U.S. Department of Labor data) fn New York City and Charlotte,
North Carolina for comparable occupations ghows that wages are approx-
imately one~third higher in New York City than in Charlotte.'u ! Clerical
salaries (generally non-union) are only about 18 percent higher in
New York City than in Charlotte. A statrwide comparigson of wages in
manufacturing industries (including both union and non-union labor)
indicate earnings in New York State are 20 percent above the level of
North Carolina. These data indicate that the differences between
New York and North Carolina in union wages tend to be greater than
non-union wages.

An intermediate budget for a family of four ifn Durham, North
Carolina, in 1970, was $10,182, compared o $12,134 in New York City.

This chows a difference in the cost of living between the two states

-8—?--/The cne exception is the trucking industry, where Teamsters' Union
wages show little differences between the cities.

1925
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of 81,952, or 19.2 percent, app-oximately the same difference as in manu-
facturing wages between the two stntes.a—a./

These preliminary findings indficate that the gap in teacher salaries
exceeds the urban cost-of-living differential between the two states.
The gap more closely reflects differences in union wage scales between the

two states. 9-2,

The greatest percentage differences in expenditures between the two
states are in areas such as plant mmintenance, transportation, and adainis-
tration. These expenditure disparities appear too great to be explained
by wage differences alone. Thus other quantitative and qualitative fac-
tors which require exploration, but which go beyond the scope of thie
study, might include the possible dis-economies of scale in per pupil
costs in verv large cities, the increased maintenance costs in large cities

due to vandalism, or the effect climate has on the cost of plant operation.

: Whether higher salaries for instructionzl staff in New York State attract

higher quality personnel than are found in North Carolina or the relative

supply~-demand relationships for teachers in each of these states are also

88/the cost of 1iving hypothesis can be misleading in Hawaii, which in
1968-1969 had the highest cost of living and lowest beginning teachers'
salaries of any state examined in this study. When Hawaii is included in
the analysis, no significant correlation between teacher salaries and cost
of living differences in large cities is found.

¥ 89/ .
: -8-9-‘It should be emphasized that the issue of wage differentials was exam-

ined only briefly for this report. More detailed analysis would require,
for example, a comparison of salaries of white-collar professional occu-
pations, such as nurses and accountants, whose educational requirements
are similar to those for teachers.
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90/

igsues beyond the scope cf ‘his study—

20/ . Levin, "Recruiting Teachers for Large-City Schools" (Washington: The
Brookings Institution, 1968), mimeo, shows that teachers in southern states
have lower salaries relative to comparable professions than teachers in
other parts of the nation. Financial Status of the Public Schools, Na-
tional Education Association (Washington, 1971), Table 13, provides a
salary index for te: -hers. The index for teachers in the South Atlantic
gtates (which include North Carolina) is 92 compared to a range of from
94 to 103 for other white-collar occupations. In the Middle Atlantic
gstates (which include New York), the index for teachers is 112 compared
to a range of from 98 to 103 for other white-collar occupations.
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SUMMARY

As stated in the introduction to this chapter, among the major ob-
jectives of this part of the study was the determination of the nature and
extent of disparities in revenues and expenditures among a group of se-
lected states, and among type of districts within and across these states.
This chapter documented the extent of dollar differentials by revenue
. source and expenditure functions within and between states, and determined
the major factors causing these differencials.

The study finds a common pattern in education finance characteristics

within eac}l type of district, particularly among central cities. Suburban

- districts -- although they have the widest variations in characteristics of
any type of school district -- generally follow a common pattern when they
are grouped together and compared colléctively with central cities, smaller
cities, and rural areas within and among states. Fillnally, the study finds
sharp differences from state to state in the share of .educational costs
borne by differént income groups, ranging from roughly proportional tax
burdens to highly regressive. Total expenditures foxi education as a percent

of household income also vary considerably among states examined.

The disparity analysis is an attempt to provide an overview of the

existing structure of education finance and the causes for iﬁequalities in

£. both dollar expenditures and resources. ‘Since the states examineéd were

diverse in most characteristics, including ‘:_rgegion"a‘.l location, it is likely

) ' '

el that they are at least partially representat‘-"j.‘ve of most states in the nation.

N .

‘finance charac-~

1

| However, almost every state has certain,unique educational!
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! teristics which have developed over time as the result of a combination
of economic, social, and pclitical conditions. Thus even a larger sample

of states would never fully represent the total nation.

e e e s v &

An additional objective of the disparity analysis was to provide basic

statistical data for examining alternative tax and distribution approaches

as well us specific allocation formulas. Given certain goals to be accom-

plished by modifying the existing structure of education finance -- such

as reducing expenditure differentials between districts -- the selection

of a particular approach will be aided by this inquiry into the causes

for existing disparities. In addition, this chapter's finding about
existing expenditure patterns, fiscal capacity, tax burdens and charac-
teristics of studénts, are necessary for a full understanding of the

impact which alternative approaches to financing education utilizing various

fiscal and education need criteria will have on school districts and their

residents. These alternatives are discussed in the following chapter. ?
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CHAPTER III1

s i Ve i s 17 ey e A

REVENUE AND DISTRIBUTION ALTERNATIVES

i
4

PO POV e

INTRODUCT ION \

In Chapter II, it was shown that the major factor contributing to

disparities in revenues was the distribution of local funds, raised pri-

marily through the local property tax. 1f the lessening of the disparities

in school district expenditures is an objective, then alternative sources
| of revenue must be examined, as well as how specific school districts will
be affected by the distribution of additional revenues. In this chapter,

. . 1
¢ potential new state and local revenue sources arxe analyzed for six states.=

The impact which certain alternative formulas for allocating state aid
might have on existing levels of revenues and on existing tax rates by type
of school district in these six states is also examined, as is the poten=

tial contribution of each formula toward lessening disparities among -school 4
J

districts. '

i
In examining alternative revenue sources and distribution formulas in

the six states, a ser1es of non-stochastlc models are utilized,l under fixed\\

i

of districts. _Precise forecastlng naturally requ1res an. accura..e predic~

‘ é behavioral assumptlons, to measure var1ous 1mpacts on different categor1es
{
g

PSSR
o

tive model of the school distr1cts' behavioral responses to 1nst1tut1ona1 Nt

changes, because the d1str1cts w111 modlfy their pol1c1es and decls1ons o

when faced w1th a change 1n the 1eve1s of state revenues under a new

1/ Delaware, North Carolina, Washmgton, Ca11fornra, M1ch1gan, and New 'York.“:j"

o - a1 ) A AR R o
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distribution formula or with the changes in the tax structure implicit in
new revenue sources. The magnitude of such local adjustments could be
1imited initially by the imposition of restraints on local behavior.gl

Despite the obvious desirability of such a predictive -model, imple-
menting one for a.study of this nature is impossible for several reasonms. .
To examine different states -- from disparate regions of the country and
with different financing mechanisms -- one requires not a single model
but multiple models which will reflect the differences in tastes both
among and within states. Even if districts could be grouped homogeneously,
the problem of obtaining appropriate data for school district units (which
are.not generally contiguous with any other political subdivision) is in-
surmountable. Finally, the reliability of any prediction mode). declines
as the magnitude of the change introduced increases. ‘The scope of the
changes-analyzed in this feport is vast, involving in some cases a shift
from 30 to over 96 percent in the level of state fdnding.

However, the policy makef can gain valuable information about alterna-
tive revenue sourcés-and distribution formulas through the type of non- .
sctochastic analysis undertaken in this study. The analysis will give him
insight into tﬁe initial impaét of a pérticular program in terms of costs,
of.shifts in funds and ték_rates among types of districts, and of the
existing dispafities in pér pupiliexpenditurés -- that is whether the

disparities are lessened or increased by the imposition of a particular

2/ An.example of the kinds of restrictions that might be imposed occurs

with federal ESEA Title I, which requires that compensatory funds be used

as a supplement to ‘existing programs and not as a substitute for them.
However, such a restriction, even if rigorously enforced, can only insure
no shift of behavior in the short rum, for future decisions about the ex-
penditure ‘levels will bg,influenced'by the presence of Title I aid.

Ao
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alternative. For a program dependent largely upon local decisions, such
as a formula under which state grants are required to be matched by local
funds, the policy maker can éontrol the program by linking it to some aver- é
age past behavior. This would diminish the effect of new behavioral
changes and would assure the state that it was not overcommitting itself
in terms of funds for the new program.

It is beyond the scope of this research to determine the "best" fimamc- . i
ing program for a particular state or states. That would require informa- ;
tion concerning the value society puts on various educational goals and on
"equality of opportunity,' an understanding of the input-output relation-
ships in education, the market structures from which the needed resources
can be drawn, and on society's view of what constitutes an equitable tax
structure. Thus, the evaluation of any alternative presented in this

chapter is limited. Given the policy maker's own views of an optimal dis-

tribution of resources or tax burdens, this analysis will provide him with

insight into which alternatives approach that optimum.

Asase s

Since»an‘objective is to lessen the disparities in per pupil educa-
tional expenditures among school districts, one needs a standard against

which to measure the effectiveness of various formulas in achieving the

desired equalization.gl To evaluate the alternatives analyzed in this re-

port, a statistical measure, the Gini Index of Concentration, was adapted

for ﬁhis purpose,é/ Once the correct cost ratios of educating different

3/ Equélization, as noted in Chapter I, can mean many things -- equal dol--
lars per pupil, equal real resources or educational services”per pupil, or
more than .equal resources for those with greater education need. ‘

&/ See Herman P.'Miller, U.S. Bureau of the Census, Income Distribution in

the United States, Washington, D.C., U.S. Government Printing Office, 1966
pp. 220-221, for -z description of gps‘gini Index of Concentration.

136

ALt

CLHES

|




s e o e P St i ot VS A 2

Ro-ha 3

120

categories of students are known with some certainty, this statistical
measure can determine how closely a particular distribution formula can
equalize according to Jarious criteria.éj

The distribution of the tax burden for education which results from
the various alternatives examined in this study is of equal impoxtance to
the issue of the allocation of educational resources to school districts.
However, without a behavioral model, one cannot determine the changes in
the local property tax rates and hence the changes in the local tax burdens
of various income classes. With regard to new state taxes required for the
various alternatives, an even more thorough kpowledge of the political

process would not help to accurately predict what shifts in rates or types

of taxes would take place. Thus, the analysis presented in this chapter

5/

The Gini Index, though a precise measure on the theoretical level, pre-
sents certain difficulties in practical application. First, the cost ra-
tios by which students are weighted require the type of information men-
tioned earlier in discussing a "best' alternative. As this information
involves both value judgments and a more thorough understanding of the edu-
cational process than is currently available, the use of a single correct
set of ratios is impossible. This problem can be'overcome partially by
using various sets of reasonable ratios to test the sensitivity of a par-
ticular alternative. An alternative which performs well against many rea-
sonable standards would then be preferable to one whose performance is
erratic. 1In the latter case, the adoption of that alternative would in-
crease the probability of a maldistribution of resources since one of the
sets of ratios under which it performs poorly may be the correct set.

A second difficulty stems from the fact that in most states it is
virtually impossible to obtain a detailed breakdown of various categories
of students by district. Thus, the calculation of Gini Indices in' this
study suffered from the lack of sufficient and consistent information.
Accordingly, the results are not reported in the discussions of the various
alternatives. The Gini Indices are, of course, available to any interested
researcher upon request.. o o S :

The authors of this report regard the Gini Index as a valuable tool in
evaluating alternative distributions of educational resources. Any state
contemplating a change in its system of educational support is encouraged
to expend the necessary resources for a valid applicaticn of the Gini In--.

dex Test.
A3
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of the impact of the various aiternatives examined in this study on the
tax burdens of various income groups is limited. Although no attempt is
made to relate the distribution alternatives analyzed in this report to

the changes in the state tax structure required to finance them, the mag-

- nitude of the shifts involved in some of these alternatives indicates that

significant restructuring of the state and local tax system would have to
take place.

The remainder of this chapter is divided into two major parts. Part
I concentrates on new revenue sources at both state and local levels. The

analysis emphasizes the redistribution of revenues and the ghifts in tax

, rates among types of districts when revenues raised through aiternative

, sources are substituted for those now raised through the property tax.

Part II, concervied with alternative distribution formulas, discusses the

partial state funding of education through general purpose aid programs;

| the partial state funding through s'peciai purpose aid programs ~-- primarily

categorical aid programs designed to remedy particular educational prob-

lems; and full state funding.

A N
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PART 1

ALTERNATIVE TAX MEASURES

I. INTRODUCTION

Much of the movement for reform in education finance is centered on
altering the dominant role of the local property tax. Proposals to reduce
reliance on the local property tax involve both new state and local taxes
for education. The proposed state taxes, if designed to completely sup-
plant the property tax, would, in effect, result in full state funding.
Although the issue of changes in ‘the tax burden for various income groups

can be accommodated (see Chapter II for an analysis of the burden of exist-

ing state taxeér), the impact on educational expenditures is less clear.

The impact will depend upon the linkage between any alternative state tax

and the formula by which its revenues are distributed.

Not all proposals for education finance reform concern state taxes,
however. Local non-property taxes are being proposed as one answer to
pressures developing against higher property taxes and to criticisms of
the property tax as a regressive instrument for financing schools. New
tax sources can pecmit districts to provide more extensive programs with
gmallexr local property tax increases, OT possibly even with reductions

in the property tax. The new local taxes considered in this section also

fulfi1l the second objective of achieving greater progression in the tax

T A b~
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burdens among income groups within a district.-é-/ However, their effect on
the relative tax burdens of individuals with similar incomes in different

districts is unclear. Local taxes generally contain no transfer mechanism

'aimed at eliminating tax burden differences among districts. Whether these

;differences are diminished or increased will depend upon the distribution

| of the new tax bases among districts and the proportions in which revenues

are derived from the property tax or any of the new taxes.

II. STATE TAX ALTERNATIVES

A. Description

As noted in the introduction to this section, a state tax designed to

+

?'_feliminate the local property tax is in fact a move toward full state fund-

ing. Distribution alternatives for full state funding are discussed in

o2 i 0 O, eaycad

‘Part II of the chapter. An analysis of these alternatives indicates that
jlarge increases in state revenues are necessary if certain objectives (such
as reducing disparities without lowering the average expenditure level) are
to be ' .t. Thus the state taxes chosen to meet these new obligations must
be large revenue producers. For this reason, analysis of alternative
{taxes is focused on the tiiree largest tax bases most commonly used: re-
tail sales, income, and property. The first, and increasingly the second,

are traditional arcas of taxation for most states. Thus the appropriate

form of the tax appears to be a surcharge placed upon the existing tax.

Such a surcharge would be set at .the level required to raise sufficient

‘ Not all local taxes are necessarily less regressive than the property
b tox. For example, a capitation tax is more regressive. However, the al-
b iernatives considered here, income and sales taxes, are found to be gen=~
erally less regressive than taxes on residential preperty.

A e A b e b e R
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revenues to equal current property taz collections for education. The use
of a surcharge implies that in the case of the income tax the relative rate
structure and income definitions would remain constant and the types of
items exempted from the sales tax would not change.

The last base, real and personal property, has been reserved pri-
marily for local financing, although most states tax specific categories
of property, such as utilities and railroads. But the increased state
revenue requirements may force the state to“make use of the property base
to prevent the rates of other taxes from rising too sharply in relation to
neighboring states. For purposes of analysis, a uniform rate was set
which would provide a revenue yield equal to current property tax collec-
tions. In addition, a distributicn scheme was calculatad which provides
for a flat per pupil grant from these revenues while maintaining the exist-
ing distribution formulas for other state revenues. |

A variant of the statewide properfy tax, which provides more local
fiscal autonomy than that described above, is a tax at a uniform statewide
rate on the commercial-industrial portion of the tax base, letting local
districts continue to tax residential and other property. This alterna-
tive aims at reducing disparities in wealth between districts because of
the fortuitous location of commercial-industrial property. This may coun-
ter the advantage that some high commercial-industrial wealth districts
have in being able to shift a large portion of the property tax out of the
district. An additional effect is to make the remaining property wealth
of the district, primarily residential property, a more accurate reflection

of the income position of the district's residents.
p
'/

B. Results of Analysis

State Income Tax. To obtain the level of revenue now collected from
L oy N HE

in
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property taxes for education, an income tax surcharge limited to the per-
sonal income tax would range from a high of 192 percent in/California to
7 .
' a low of 28 percent in Delaware (as seen in Table III-l.) But restricting

the surcharge to the personal income tax would be a windfall to the owmers

of commercial and industrial property since they could capitaliize the prop-

R T R D

_erty tax savings without immediately increasing their state income tax

liability. Therefore, it is preferable to consider a surcharge applied to
8/
' both the personal income taxes and the business taxes. If this were

e i

PR RN N

done, the range of surcharge rates would be considerably reduced -- from a
high of 125 percent in California to a low of 19 percent in Delaware. The
impact of these surcharges is seen most clearly by examining them in rela-

tion f:0 the eoxisting state income tax, Table III-2 shows the effective

rates of the personal income tax for each income group in the states at

the two extremes (Delaware and California), after the surcharges applicable ]
to personal income and business taxes have been added.

The State of Washington does not currently have an irsome to:. <o

i Bt

de*ermine a reasonable income tax rate for education, the assumption vas

made that the state would adopt a personal income tax identical in its

provisions to the federal personal income tax except for the

o A 5 R S A

¥ 7/ The substantial difference between these two states is due to two fac-
tors. First, Delaware, being a h‘gh aid state, is already using state ‘
revenues to finance the bulk of education expenditures. Accordingly, local ]
property tax collections are small relative to state tax collections.
California, a moderate aid state, has a high aggregate level of property
tax collections. Secondly, the extent of the use of the income tax differs
significantly in the two states, thus increasing the gap still further.
Delaware relies more heavily on an income tax with a highly progressive
rate structure for state revenues.

§/ Business taxes include both corporate income and franchise taxes.

[
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rate structure. To produce revenues equal to those currently raised
thrcugh the local property tax for schools, the rate structure would be -
13 percent of the federal t:;x.g'/ This rate would be reduced if corporat’e
income were included in the base, but the extent of the reduction cannot
be determined since the foderal corporate income tax information for the
State of Washington is not an accurate estimate of the amount of corporate
income that would be taxable in that state. Table III-3 shows what the
effective tax rates would be if the nominal rate structure is set at 13
percent of the federal rate for a joint return and contrasts these rates
with the effective rates for personal income taxes now in effect in the
states with the highest and the Llowest income tax rates of the states

studied, New York and Michigan, respectively.

State Sales Tax. The other major state tax broadly used at present

is the sales tax. Table III-4 indicates that the rate increase needed to
replace the revenues currently raised by the local property tax for schools
would be substantial. For New York, the rate is partiqularly high. 1In
1968-69 there were local sales tax add-ons to the 2 percent state sales
tax (changed to 3 percent in early 1969) as high as 3 percent. This means
that in some cities, there would have to be a sales tax as high as 10.5
percer.t.

State Property Tax. The third state tax considered in this study is

a property tax levied at a uniform rate throughout the state. Such a tax
would result in a disproportionate share of the revenues coming from the

central cities, when compared with their share of total enrollment (as

El For example, Lf the federal tax liability for a house¢hold is $2,000,
the state income tax for education would be $260,
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TABLE III-3
INCOME TAX FOR EDUCATION
WASHINGTON

Effective Rates

Hypﬁthetical Currentk.l_/ Cl'n:;(.ant ’
Adjusted Gross g::sizgfogncome II:]::S:;E:I_Income g:;sggzlf Income |
Income Class Tax Tax Tax
Under $2,000 . 3% 1.3% 1%
$ 2,000 - $ 2,999 .9 1.2 .1
$ 3,000 - $ 3,999 .9 1.6 .2
$ 4,000 - $ 4,999 1.2 1.8 .2
$ 5,000 - $ 5,999 1.3 2.8 ' .2
$ 6,000 « § 7,999 1.4 2,52/ .32/
$ 8,000 - $ 9,999 1.4 2.9‘2/ .72/
$10,000 - $14,999 1.7 3.9 1.3
815,000 and over 2.6 6.5 1.8

-l-’fhese rates are for the urban areas of both Michigan and New York

g{’he income class is $6,000-$7,499.

é{"he income class is $7,500-%$9,999.

11146
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TABLE I1I-4

STATE SALES TAX AS AN ALTERNATIVE TO PROPERTY TAX
FOR EDUCATION

i

Current Sales Additional Sales Total Sales
Tax Rate Tax Required Tax
(1968-1962)

1/

belaward‘ - 2.0% 2.0% 3
North Carolina 3.0% '2.0 5.0 L
Washington 4.5 , 2.0 '6.5 :
california 4.0 5.0 :9.0
Michigan 4.0 4.0 8.0
New York 2.0 5.5 7.5

l/Delaware does not have a sales tax. The required rate was dexrived
from retail sales information, excluding purchases of food and drugs,
estimated by Sales Management.
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illustrated in Table III-5). Michigan is an exception in that Detroit's
share of the revenue: would be only .2 percent greater than its share of
the pupils. It is impossible to compute the net transfers which would
occur under‘qhe full state funding distribution mechanisms analyzed in
Part II of this chapter, since these revenues from the property tax would
be lumped with other state revenues.

Another approach would be to maintain the existing state distribution
programs and distritute the new state property tax revenue as a £lat per
pupil grant. In this case, the central cities, with their higher property
wealth, would be subsidizing other types of districts. The proportion of
funds distributed to the various types of districts under the flat grant
per pupil approach would correspond exactly to the distribution of pupils
as shown in Table III-5. The net amount of transfers for Michigan and New
York is shown in Table III-6. Since the tax rate and the size of the
grant are set at the levels required to equal current property tax collec-
tions for all districts in the strce and not just for the sample districts,
the net transfer for the total sample is not necessarily zero. In the case
of Michigan and New York, the transfer is negative, reflecting the greater
wealth per pupil in the sample districts compared with the remaining dis-
tricts of the state. This result is not surprising since, as discussed in
dulpter II, the sample districts are weighted heavily toward the larger
districts.

In both Michigan and New Yorik, the largest gainers under this alter-
native are the rural districts. The smaller cities in Michigan and the
central citles in New York have the biggest outflows, In addition to the
question of the transfers of revenues, the shift in tax rates which occurs

among districts in moving to a statewide levy is a significant issue.
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TABLE III-6

NET TRANSFERS PER PUPIL ON STATEWIDE PROPERTY TAX REVENUES
FLAT PER PUPIL GRANT DISTRIBUTION

MICHIGAN NEW YORK

Centrall Cities - $-38.67 , $-153.29
Subu;b;p 'Areas | - -35l.09 v , 108.23
‘smaller Cities | - =61.91 169.42
Rqral A:;a_s - .Vl38’..90 | 249._95

TOTAL SAMPLE - ©-36.20 0 1 -27.65
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Table III-7 shows that some of th.: advantage that the rural districts in
Michigan have in ‘terms of new revenues may be offset by the fact tiat their
tax rate increases from 8.6 to l1.8 mills. On the other hand, the-revenue
advantage of New York's rural districts is reinforced by a drop in tax
rates, although the reduction from an average of 18 mills to 17.6 mills
capmot be regarded as significant. |

State Commercial-Industrial Property Tax. To permit some local flexi-

bility in raising revenues, one alternative would be to let local school

. .districts continue to tax residential property but, because of the extremely

wide variations in commercial and industrial prcperty among districts, to

tax this latter property base through a state tax.lg’/ .Data on the pro-
portions of the various types of property within a school district do not
generally exist. These data are available only on an assessing unit basis,
which is generally much larger than a school district. However, in North
Carolina, where school districts for the most part are county units, infor-
mation is available at the county level for selected counties. An analysis
of these data indicates that distributing gtate-collected taxes on commer-
cial and industrial properties on a flat per pupil basis would shift reve-
nues from urban to rural areas. In North Carolina (and probably other
states), this would result in reducing per. pupil expenditure disparities,
since there would be redistribution from the more affluent to the 1ess
affluent counties., More drastlc shifts than those found in. North (‘arolina,

where school districts comprise all or at least the major share of a f'ounty,

10/

- To overcome inequalities that still may result from disparities in
residential wealth among districts - it has ‘been suggested that the property

- bases be "power equalized " This concept is discussed in Part II.

zs} ? 151
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TABLE III-7

N

: PROPERTY TAX
EXISTING LOCAL RATES AND STATEWIDE RATE*

MICHIGAN NEW YORK

Central Cities |  $1.04 $1.48

v LR B e S ek e AL

Suburban Areas 1.31 2.08
Smaller Cities 1.21 1.67

Rural Areas 0.86 ‘1 .80

TOTAL SAMPLE 1,15 1.62

STATEWIDE RATE =~ $1.18 81,76

:
4
]
3
4

!
‘#Tax rates are expressed as dollars per hundred dollars of full value =~ = )
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would occur in such states as california, which have small "industrial en~-
claves" or in industrial cities such as Dearborn, Michigan.

The preceding analyses of alternative state taxes have been made under
the assumption that a single tax would be used to replace the local property
tax. Realistically, a combination of taxes would more likely be employed,
but which combination would be most acceptable politically is not known.,
These analyses are useful, nevertheless, as the values provided indicate
the upper limits of the rate increases required when a single alternative

11/
tax is utilized.

TIT. LOCAL TAX ALTERNATIVES

A. Dascription

In an attempt to reduce tax burdens on the low income segments of a
community, it has been proposed that school districts be allowed to levy
taxes’.other than the property tax.. The two principal taxes suggested are
a local income tax #nd a sales tax. These taxes have already been insti-
.tl:lted in a number of states at the local level to raise revenues for local
services -- but the revenues are generally restricted to non-sct_u_)ol uses.,
For ease of administration and to insure gz_'eatef compliance, the local -
taxes have normally been in the form of a surcharge or piggyback tax to

| 12/
be collected by the state and returned to the local unit.

11/ It should be borme in mind that these aﬁ;lyses were undertaken without
reference to existing state constitutional and legal limitations which .
might limit the.state's flexibility in providing additional or alternative

revenues for education. Elsewhere i this report, examples ‘of such limita-

tions have been noted. For instance, in Michigan, the state income tax,
first enacte? in 1967 as a flat rate tax, cannot be a graduated tax under
the state constitution, Sales taxes may not exceed four percent. (Att.
IX, Secs, 7 and 10, Michigan State Constitution). -These and similar re-
structions must: be taken into account. in developing alternative state.
taxes as substitutes for the local property tax. ' . -

12/ As examples, one can qit':é;?t;l’{é county income tax surtax in Maryland, and
the local sales tax in Wathington, i % -~ o
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One consideration in meving at the school district level from almost
complete reliance on the property tax to other local taxes should be the
stability of tax revenues under changing economic conds’ition32 The property
tax base tends to be quite stable throughout the business cycle. Retail
sales and income fluctuate significantly with economic changes on the na-
tional or state level and the shifts are likely to be even more -pronounced
at the local district level. The small size of most school districts makes
them susceptible to large changes in these tax bases due to micro-level
iocal changes. For example, the opening of a new shopping center just
across the district boundary, or the relocation of a single industrial
plant can significantly influence the amount of retail sales or personal
income within the district. The problem of an unstable tax base can be
overcome to a certain extent by raising and lowering the tax rates with
these fluctuations. However, with a sales tax, the frequent adjustment of

rates would greatly increase the costs of compliance. Moreover, raising

rates when the base has dropped due to economic setback could be politically:

unacceptable.

The impact of any new local tax on individual school districts is
difficult to estimate. The problems involved are twofold. One is to de-
termine to w’nat.:extent a district might want to use alternative taxes not
simply for new revenues but to. provide property tax relief. This issue
can be avoided to a. certain extent by the assumption that the state will

place severe limits on the permi.,sible range of rates. A state imposed

maximum exists now in many states for local sales and income taxes. No

state allows 1ocal units the same 1atitude in setting income or sales tax o N

-
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ing at the marimum set by

. ,-]-'9-/ Since the federal téx
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13/

rates as they have in determining the property tax rate.— /™

The other difficulty in assessing the effects of these taxes.is the
lack of available data. The fact that these taxes have not been used for
school district purposes in .the past means that 1ittle information exists
about the size of income or sales tax base in particular school district_;s,
except when districts are coterminous with.'other political jurisdictions.
Because of this limitation, local sales and income tax surcharges on the

existing state taxes have been calculated only for North Carolina. Here,

-ihformation on the tax bases is available since the majority of districts
! Pﬂxh

in North Carolina are coterminous with county boundaries. For counties
with more than one school district, it is assumed that the tax revenues

would be distributed among the districts within the county on a per pupil

'basis.

‘In the State of Washington, which has neither a personal nor a cor-
porate incowe .tax,'la hy_pothetical local personal income -tax has been cal-
culeted at i:he district level. This tax is based upon the estimates made
of federal personal income tax collections by district from the zip code
analysis (discussed in Chapter II) .l"l"/v |

The imposi.ti.on of a personél income tax to provide property tax

While legislatures frequently impose statutory maxima on prope’cy tax
rates;_;;:tn_most’cases these maxima can be overriden by.a majority of the

voters. 'Some states, such as Michigen, have an absolute ceiling, but set’
at such a high rate (50 uills) that it is unlikely to. present a.real bar-
rier. . On the"other hand, the big-six cities in’ New York are already tax-
that state's legislature.

N

b

! 3

_property tax is for 1966-69, the federal c‘ollecti‘ons‘?.:wleré"fihflatéd by 47

~percent, which ‘'was the increase
Washington between 1367 and 1969.

‘in federal collections from the State of

1

1nformation is for péymgﬁts . made -in. 1967 and the

e A
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relief should be accompanied by taxation of corporate income to reduce the
inequity arising from the windfall capital gain that owners of property
would receive. This would insure that all of the property taxes paid by
commercial and industrial property owners are not shifted to individual
residents of the district. A corporate income tax would have to be adminis-
tered at the state level to keep the compliance costs reasonable. The dis-
tribution of the tax revenues among districts would then be an additional
factor in determining the shifts in tax burdens among the district's resi-
dents. |

Another factor affecting relative tax burdens would be the disposition
of the tax relief between renters and owners of property. Unless a signifi-

cant portion of the tax savings would be passed on to renters in the form

of lower rents, renters would be at a disadvantage compared to home owners.
They would have to pay addi,tional sales or income taxes_without any adjust-
ments in their income or property wealth.

B. Results of Analysis

Local Sales Tax. The calculations for the sales tax were based on
two assumptions: a single state rate for all districts, and allowing ‘the.

district to set its own rate at any 1eve1 me single state rate was set

for North Carolina as an additional 1 percent on top of the current 3 per- "
cent sales tax. Table TII-8 shows the average reductions in tax rates that
would be possible if all the local sales tax revenues were used to replace
"evenues now raiscd through the local property tax for the support of

public educa..ion. In absolute dollars of revenue (Table I11- 9), the

largest c0unties would gain the most.ls/ ' However, revenues would not be

.15/ - The four counties in this category contain 26 percent of the state's

students but collect 38 perccnt of .the state sales tax.
: ' \“ ((‘ . . .

\

’ f«‘.!‘,‘s: y
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TABLE III-8

LOCAL 1% SALES TAX AS REPLACEMENT
FOR LOCAL PROPERTY TAX FOR SCHOOLS

NORTH CAROLINA
(1968 - 1969)

Reduetion in Percentage Reduction

Property Tax Rate

of Current Property

Counties with population
over 100,000

1. One Administrative Unit
2. Several Administrative Units

Counties with population
between 10,000 and 100,000

1. One Administrative Unit
2. Several Administrative Units

Counties with populétion less
than 10,000 .. .

1. One Administrative Unit
2. Several Administrative Units

TOTAL SAMPLE

(per $100 of full Tax Rate
value)
$0.34 80.2%
0.31 98.4
0.27 111.0
0.24 106.8
0.18 91.0
0.22 99.7
101.0%
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TABLE III-9

STATE INCOME AND SALES TAXES AS REPLACEMENT
FOR LOCAL PROPERTY TAX FOR SCHOOLS

NORTH CAROLINA
(1968 - 1969)

Local Sales Tax 1/ Local Income Tax
Revenues Per Pupil=/ Revenues Rer Pupil-—

2/

Counties with population
over 100,000

1. One Administrative Unit $122 $81
2. Several Admifnistrative Units 115 74

Counties with population
between 10,000 and 100,000

1. One Administrative Unit : 80 - - 53 : w
2. Several Administrative Units 61 43 f

Counties with population less
than 10,000

1. One A&ministrativé Unit | 43 27

2. Several Administrative Units . 48 - 35
TOTAL SAMPLE - $78 ~ | $52

'-'. —éepresents an additional 1% sales tax at the. 1oca1 level

2l{epresents a 25% surcharge on the existing state personal income tax.
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sufficient at a percent rate to completely eliminate the property tax for

school purposes in all districts if the same expenditure level is to be

maintained. The medium and small sized counties receive much less reve-
nue per pupil. But with their smaller present local contribﬁtions, the
medium sized counties would actvally receive more revenues than they are
currently raising from the property tax.

Under the second assumption -- allowing counties to set the sales
tax rate at their option -- the rates r-equired to eliminate the property
tax would be very close to 1 percent. The only exception to the 1 percent
rate would be the two 1arges£ counties, Mecklenburg and Forsyth. In these
cases, the local rate of 1.25 percent would yield revenues approximately
equal to current property tax collections.

Local Income Tax. A local income tax surcharge of 25 percent was cal-

culated for North Carolina and the results, in revenues per pupil, are
shown in Table III-9. Although the revenue raised is less in amount than

that rdised through the sales tax alternative, the relationship among

‘types of districts is similar. ‘Table III-10 shows the surcharge rates

necessary to eliminate the property tax. While the administrative cost,

and the -costs of obtaining compliance in allowing districts to set their
own sales tax rates, may be prohibitive, they may be tolerable under an .
income tax. Thus, the range here may offer a guide to the surcharge

levels that wquld be employed.‘lg/

A hypothetical personal income tax at the district level‘has been

Y

16/ It shoﬁld be noted that the ﬁge of North ‘C_arblir'nh to illustrate these

local tax alternatives underestimates the sales or income taxes that. might
be needed iun other localities because of the generally low reliance on the

property tax for schools in N‘orth‘Ca,ro'l’ina compared with other strtes.

feg o
T%
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TABLE ITI-=10

LOCAL INCOME TAX
SURCHARGE RATE REQUIRED TO ELIMINATE
THE PROPERTY TAX

Counties with fupu1ation
Over 100,000

1. One Administrative Unit

2. Several Administfative Units

Counties with Population
Between 10,000 and 100,000

1. One Administfative Unit

2. Several Administrative Units

Counties with Population . . ‘?2;
Less than 10,000 : v

1. One Admiﬁistrativé'Uﬁit

2. Several Administrative Units

TOTAL SAMPLE

48.0%

45,17

42 .7

38.7%

45.07

33.0%

42.5%
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calculated for the State of Washington which currently has no incume tax,
state or local. The average rates required to raise sufficient revenues
to replace those now raised through the use of the local property tax are
very similar for each type of district. However, there is.considerable
variation within the district types. For example, the suburban district
of University Place would have to impose a surcharge of only 9 percent to
yield $145 per pupil, its_current property tax collection. Another of the
suburban districts, Kent, nould have to impose a 30 percent surcharge, for
a yield equal to its current property tax collections of $315 per pupil.
Substantial differences in revenue generating capacity from the same tax
rates also exist; the Bellevue school district could raise $329 per pupil
with a surcharge of 19 percent while Bethel could only raise $lll_per
pupil at the same tax rate. |

The local tax alternatives considered above could provide some relief
to low income groups excessively burdened by the property tax. ﬁowever,
as long as the local taxes are levied on a district basis, they ﬁill pro-
vide little reduction in the revenue generating differences: that exist

17/

among districts.~ This is due to the strong correlation which exists

among the threeilargest tax bases: retail sales, personal income, and

residential_proberty.lg/

11/ In addition, a greater proportion of these taxes will be paid by the
district residents since they are not likely to be shifted outside the
district to any great extent as is the property tax on- commercial and in-
dustrial property. : v .o gk :

oA

Thia means. that without a concomitant change in the state diatributionggt

formula, the level of education spending in a district would belargely

dependent upon its local wealth . 1f -the principle articulated by the: Cali- o

fornia State Supremc Court in Serrano v. Priest and: by the: three- Judge fed-

‘eral court in Texas in. Rodriguez v. San Antonio Independent School Districtf

- is’upheld, this method of financing education may no longer be constitu-'

tional o bl S Mo

- ;‘*1:/
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PART 1II

ALTERNATIVE DISTRIBUTION FORMULAS

I. PARTIAL STATE FUNDING: GENERAL PURPOSE AID

A. Introduction

State aid for general purpose educational expenditures has had two
traditional goals. The first is to insure that "minimum adequate" educa-
tional orograms are provided to all children within the state, Thus the
state guarantees that even a child in the poorest di'stribute will have at

the minimum educational program the state deems essential for an educated

citizenry.

The second goal is to reduce some of the ineciualiti.’es in fiscal capa-
city which exist among school districts. The existence of local govern-
ments allows small groups of citizens to opt for the mix and levels of
gservices they desire. However, the concentrations of property wealth in a
few districts, particularly industrial limits the range of choice avail-

able to other districts without "p'rohibiti\}e sacrifice.

With these goals in mind, most states have chosen sotne form of state-

local partnership in the 'finan_cing' of education. The 'inoét'éouiﬁdﬁ”pfog’ram‘
of state aid is the Foundation Plan or Fixed Unit Equalizing Grant as

19 ' .
developed by Professors Strayer and Haig.f/ In theory this formula estab-

lishes a statewide uniform minimum level of educational expenditures per

{f

19/. See Charleé S. Benson, The Economics of Public Education, Bostoni
Houghton Mifflin Co., 1968, p. 146.
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pupil. A minimum property tax rate is required of all districts. The

difference between the district's property tax collections under this man-

dated rate and the level of expenditures de'rermined by the state for the

minimum prograin 1level is then paid by the_ state from general revenues E
Districts are then allowed to su'pplernent these funds tﬁréugl'; additional
property taxes as desired. .

Foundation plans, however, have deviaﬁed_ from‘what they were in
theory. First, as per pﬁpil costs continue te rise, the minimum "adequate"
program has become a smaller fraction of.‘ total current expenditures in most
districts. Second, wealthy districts have been-guaranteed some state aid
(as flat grants) even t_:hough the required f:ax rate raised .far more than the
foundation program level. The purpose of the foundation plan, to achieve
a sigrificant degree of equalization, has thus been diminished.

" The other major equalizing program that hes-been'used in some states
is the percent;age equalizing grant, first 'proposed by Profe_ssers Updegraff
and King.-g-y Under this plan the state guarantees that at the same tax
ré@:e, every distrj.et will have_revenues equal to those available to:a dis-
trict wj.th weelth ¢qual to the statewide average. ”Thevdeeision regarding
the level of vve:tpehditures is 1eft to the local districts through their
choice o._f_taxv rate. >__In,t‘:heory_this formula only assists districte which
have below average property_weeltillto raise tﬁem to ‘theb:,avejragef It pro-

vides no reduction in the considerable _d’isparities'wﬁiich can exist among

y

20 | ‘ -

20/ The problem of a district raising wore, in local property taxes than its .
expenditure requirement is avoided in theory by setting the foundation tax
rate so the wealthiest district will receive no transfer from the state.

21/ see charles Benson, opigit. at p. 162.

A I
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districts of above average property wealth. One proposal which attempts
to address this latter aspect is the '"power equalizing' formula, which

22/
provides for negative transfers from districts of high wealth.™ That

is, the wealthy districts would be permitted to keep only a set amount of

the excess amount to the state..  In-efféct, “this formula equa11zes on the

g’? basis of tax effort rather than tax base.

The next portion of this chapter suggests some altarnative approaches

to financing education which would enable the state to fulfill the two
goals outlined -- to provide a minimum adequate program for every child
and to lessen dispafities among districts -- without abandoning the exist-
ing framework of a state-local‘\p‘artnership in financing. State progrems
which would match local revenues in inverse proportion to the district's
wealth, as determined by a number of fiscal measures in eddition to the
property base, are analyzed as are some aspects of '"'power equalization."
The impact on central city, suburban, selaller city and rural school dis-
tricts of each of these alternatives, in“terms of expenditure levels and
shifts in tax rates, are shown and compared with the existing system in
selected states.

B. Matching Grants Based on Fiscal Capacitjv

1. Description of Formulas

One device for equalizing expenditures among districts while simul-

b taneously n'ar"f‘owing the differences in local ‘tax burdene is an aid program

. B 22/ The "power equalizing" formulas, as proposed and named by Professor
- g4 Coons,et al. in Private Wealth and Public Education, Harvard University

g% Press, 1970, encompass the percentage equalizing grant as one special case.

Analysis of the 'power equalizing" type formulas which appears later -in
B¥! this chapter could then be adapted to apply to a: more rigid percentage

’ equalizing grant. e . 164

"
- h
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in which the state would match local revenues in 1nverse proportion to the
district's fiscal capacity.-z-y The measure of fiscal capacity that has

generally been used is the amount of property per pupil. However, in view

of the shortcomings of this measure (as discussed in Chapter II), this

! —————

i study also considers such measures of the fiscal capacity of a district asr o

T O

income per capita, income per pupil, a combination of income and property
per pupil, and the proportion of low income families.

The amount of aid which a district would receive at a given level of

wealth and tax effort depends upon the type of formula utilized to deter-
mine the matching ratio parameters and the dollar amounts chosen for the
formula. The range of possible formulas is unlimited. However, once the

part1cu1ar obJectives are known, the spectrum narrows. Three types of

variable rat:o matching formulas are considered here to illustrate ways of

meeting different goals.

Formula A: High level of aid to poorest districts; some a1d
to all districts. :

Formula A provides a district with state matching funds per dollar of
local revenue in proportion to the ,district's relative fiscal capacity
where relative fiscal capacity is the ratio of the district's fiscal capa-

city to a particu]ar base value —/‘ If the statewide average is used as

the base, the formula provides a district of average fiscal capacity a

‘2'37/ "Fiscal capacity" is used in this context to describe various ‘income
and wealth related measures which are used as proxies for the district's
true "fiscal capacity." It is ‘recognized that a true measure of "fiscal A
capacity" would have to take into account the stock of real and personal RN
wealth and the various income flows, as we11 as the financing demands aris-
ing from other public services : ~ :

. o 24/ State Aid = (1 -_— Fiscal Capacity Index) x Local Revenue : :
Q ¢ The: fiscal capacity 1ndex is the ratio of €the district's fiseal eapaelty
. to the chosen basde. Ordinarily t:he basc will bo the statewide average for
the measure useéd. g ";. ' 65
- s L (
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dollar of state revenue for every ‘dollair of local revenue to be matched.

Districts with babove average fiscal capacity would receive less aid and

districts with below average fiscal capacity would receive more than a dol-

: - 2 : , .
lar for each dollar raised 1oca11y.—5/ This formula provides a more than

proportional increase in the amount of aid as a district becomes poorer .

It also insures that even the richest district receives some aid -2-9/

To give an example based on property wealth as the measure of fiscal
capacity, assume that the statewide average property'value per pupil is
$20,000. ’fhere are four districts of varying property wealth:» District
(1) has $5,000 per pupil, District (2) has $20,000, District (3) has
$30,000, and District (4) has $40, 000 With ‘the statewide average pro-
perty value as the base, the following table illustrates the operation of

this formula.

District Property ’ Fiscal Capacity | State Aid Per

Wealth Per Pupil Index Dollar of Local Revenue
$5,000 " .25 | $4.00
$2o,ovoo _ 1.00 - $1.00
$3o,000 1.50 | ~$0.66
$40,ooo v i 2.00 - h‘ $0.50

Thus the poorest districts receive a substantial amount of state aid

but the wealthiest districts also are aided A district with five times

25 | L o
B/ The base need not be set at the statewide average. The base can .be

lowered to provide more’ than a dollar to a district of average fiscal Ca- o

pacity for each dollar raised or can be increased to provide less than a.
dollar for such a district o B :_"[

"‘/ Since 1 -,- ‘Fiscal;Ca_pacity. Index never equals-zero.:- SRR ¢

LS e
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the average property wealth per pupil ($100,000) would, under the above
example, still recs>ive twenty cents for each dollar of local revenue

raised. .
Formuls B: Smaller amount of aid. to poorest districts; no aid
to wealthiest districts. K

FormulaB is based on the same ratio of district fiscal capacity t:;-:,_'
statewide average wealth (or any ;other predetermined base) as used in
Formula A Under this formula, the matching rate is determined by sub-l
tracting the district's fiscal _capacity index from a maximum matching rate
set by the state..2_7-/ Districts whose fi"scalfcapacity, index exceeds the
maximum matching rate receive no aid. To give an example' using the same’
four hypothetical districts, if the maximum matching rate were set at 2,
the result would be as follows_:

j
I
J

State Aid Per Dollar

Wealth Per Pupi.l ' y Index L of Local Revenue
$'5,000 o o 25 , w8175 |
$20,000 - 1.00 $1.00

| 430,000 . ‘ 1.50  ° SRR $0.50
$40,ooo o 2.00 o '$o‘ﬁ'qo' o

3

Under this version of the formula, the most that the poorest district (one

'.of no wealth whatsoever) would receive per dollar of local revenue- is

twice what the dietrict of average wealth receives, while under Formula A,

- a district one-fourth as wealthy as the district of average wealth would

o

21/ State Aid (Maximum Matching Rate --Fiscal Capacity Index) X Local

+ Revenue. As in Formula A, the base can be .lowered ‘to provide more than a

dollar to a district of average fiscal capacity or can be increased to

L provide less t'han a dollar for each dollar raised
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get four times what the latter district receives per dollar of local reve-
nue.

On the othér hand, in contrast to the situation under Formula A where
even the wealthiesf districts feéeive some a_j.d, under_Foﬁﬁula B, any- dis-
trict with more than twice as much wealth ($40,000) as the state average

~would receive no state money.

Formula C: High level of aid to poorest dlstrlcts no aid to
wealtnlest districts. T

Formula C, a combination of Formulas A and B, ié désigned to provide
a more. than proportionate increase in the rate of aid for.the poorest dis-
tricts, while simultaneo(;sly inéorporating a steeper deéline’i- ifl the rate
of aid to richer districts, with zero aid to the. we‘althiest.‘&/ In effect,

Formula A is appiiedr to districts with a,_f”iscal capécity index less than

one, while Formula B is applied ‘to districts with an index greater thah" or

equal to one. To illustrate with the same hypothetical districts, if the

base rémins the statewide average property wealth and the maximum match-

ing rate is "set at 2, the results of Formula C would be:

District ‘Pz;'opei'ty""' © Fiscal Capacity  State Aid Per Dollar
Wealth'Per'Pqpil L — In.dexl _ °_.,f.‘-l,"°(,:a1 Reygnug
$500 5 $hoo
Cosw000 1o sLoo
w0000 200 s0.00

State Aid = _: ; :
T (Maximum Matching Rate - Index) x L°°81 Revenue,', "f
Index > 1. : - ‘

{a - Fié'cal '"Capaéitir'lhd'esx):"k‘ Lo‘c"a"ll"' R'e'v"e"nu'e""' ':i!f""Indéi:_ <l.

QA
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The following table summerizes the impact of the three formulas on the four
hypothetical districts described above, using the statewide average per

pupil property value as the ‘base:

DOLLARS OF STATE AID PER DOLLAR OF LOCAL REVENUE

Formula A Formula B Formula C
District (1)
$ 5,000 per pupil $4.00 ' $1.75 $4.00
_‘: District (2). |
v “\‘ . $20,000 per pupil
| E (Statewide average) . $1.00 : $1.00 $1.00
' District (3) |
$30,000 per pupil . $0.66 $0.50 $0.50
District (4) | | |
$40,000 per pupil ©$0.50 $0.00 '. $0.00 _' 4

As discussed above, the outcome of applying any of these'formulas, can

be modified by shifting the base value or the maximum matching rate, or

both. A more powerful method of control on expenditures would be to place
a maximum limit on the amount of/’ local revenue to be matched Wiihout
such a restriction,' some of the. desired equalization may not occur, since
‘wealthy d1stricts may want to raise larger amounts of local revenues,‘ even
o if they are matched at a very low rate, because of their relative ease of
I'doing 80. Poorer districts may not be able-wto increase their tax effort
enough to generate the local revenue required to narrow the expenditure

gap. A restriction on the maximum amount of 1ocal revenue to be matched

'would prevent the state from helping wealthy districts to increase the gap.

A more severe restriction on district spending behavior would be for the -

. . . g
I Lo
A

A ."»J?. %% A *'_":")
"71:169
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state to set the total dollar amount, as with the usual foundation pro-
grams, to be funded out of combined local and state revenues and require
each district to levy the taxes necessary to raise its share as deter-
mined by the formula.

2. Results of Analysis

The effects of a variable ratio matching program‘ depend upon which
measure of fiscal capacity is used, which base value is selected (state-

wide average or above or below that average), the type of formula as out-

lined above, and the extent of matf;hv’in‘g allowed .2_9‘

The effect on the different categories of districts of selecting al-
ternative measures of fiscal capacity or wealth has already been discussed
| in Chapter II. Central cities have higher per lpu'pil property values than
other types of school districts. Thus central cities will receive less

;o state aid per dollar of local revenues than suburban or rural school dis-

ftricts 1f this measure is used as the basis for distributing state aid.

o If income, rather than property value, is used as the measure of fiscal

i capacity or need, the effect on the four types of districts will vary,
depending upon whether per pupil or per capita income is used as the unit
':of measurement. Central cities benefit most under the latter because they
have larger non-public school enrollments and because a somewhat smaller
proportion of their population is of school age compared to suburbs or -

other types of districts.g-g/

29/ The conclusions reported here are based upon. simulations using the
‘various formulas and certain restrictions on local revenues in all six .
states. However, :the use of alternative fiscal capacity measures had to .

51&7 or New York. T T e SRR : Gl
— North- Carolina exhibits ‘a- similar pattern among the- largest counties
‘and the medium and smaller. sized counties. . As discussed in Chapter 11,

[Kc'there ere no suburban districts in that state

:{, . :‘v 3 1 "‘ n

Mbe limited to. four states since rncome data were not computed for Califor-_

el d S AR T e
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Other measures of fiscal capacity used in this analysis are (1) an
average of per pupil income index and per pupil property wealth index and

31/

(2) the proportion of poor families in a district.= The advantage
which suburbs derive from their loﬁer'property values per pupil in terms
of receiving state aid ﬁnder a variable matching ratio formula based on
property wealth, is not significantly altered by using a combination of
income and proper;y value aé the measure.of fiscal capagity. This result
is due to the use of a simple unweighted average in this analysis and the
fact that a smaller difference exists between relative income and property
indices based on'a per pupil rather than a per capita basis.éz/

The use of the percenﬁage of poor families offers the'mos; dramatic
contrast with the other measures of fiscal capacity. Fo§ examp1e, using
the percentage of poor families as the measure of fiscalxcapaCity, and
distribufing funds on the.b#sis of Formula A, Detroit would get $1.15
from the state for every;ddllar of local revenue. In contrast, if per

capita income or per pupil property wealth:were used, Detroit would get

only $1.02 and $0.99 respedtively. Even more startling, suburban areas of

Michigan would get an-average of $0.42 qu each dollar of local revenue,

; | . L : |
E2Y To obtain the proportion of poor families in a district, the percentage
of federal joint income tax returns under $3,000 in adjusted gross inccme
filed from that district in 1967 was used. - Since the matching formulas

provide more funds as the wealth index declines, the index variable used

in this case is the inverse of the‘ﬁéféentage of low income families.

32 " : ; o S 4 . :
_—/ This alternative was considered because the State of Iowa has used a
gimilar index in its distribution formula. The Iowa index is overwhelmed
by the property measure because it utilizes the average of property and
income based on the state average rather than an-average of the relative
index of each tYpe‘of“wéalth;‘jIn=addition; property is weighted by 0.7

* A more meaningful measure from an economic viewpoint, would be to
capitalizevthe¢flowzqf!income_from,the;real property and add it to income
to obtain a measure of relative net worth. = . B S

-
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uging percentvof low;inéome families as the criterion for distributing
funds, compared with $1.00 using per pupil property'Wéalth. As with De-
troit, rural areas of Michigan would benefit if the percent of poor
|families was the measure of fiscal capacity used. A similar patterﬁ'is |
found in all of thé states where income data could be-analyzed.

Another way in which the impact of the variable ratio matching pxo-
gram can be affected is by changing the units in which the district's
"lwealth is measured. The’income and pr&perty measures utilized were based
|on pupil membérship. In Michigan, this measure approximates enrollﬁent
(average daily membership), but for other states avefage daily attendance

is used as the basic unit. A shift from ADA to enrollﬁent és the unit of
{measurement upon which the distribution of state funds is based would
"benefit central cities in those éfates since their ratio of average daily

~ jattendance to enrollment is smaller than for other types of districts.

An approéch'with greater potential impact than switching from ADA to

. fenrollment is the use of a weighted pupil unit. Suéh wéights would allow

‘““'  the incorporation of more sophisticated measures of educational need and
?even cost différentials into the variable ratio matching formula. The
;successfullagbliéatiqn of this modification‘requirég data’on the numbers
fof studéﬁfsé;h categoriés of sﬁecial ﬁeed and on»tﬁe apprqpriate weights

“Jto assign them. With limited data on the distribution of students by

?[gradé and,&he number of méntaily and physiéally;handicapﬁéd students, the
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33/
the property and income measures of capacity. The changes were not

dramatic, but they were consistently to the bemefit of the central cities.

1f account is taken of the educationally disadvantaged ox higher costs of

teacher salaries, larger benefits accruing to the central pities may be ex~
34/ -

; pected.
As discussed previously, the types of formulas used in this analysis

differ in the maximun and minimum levels to be received or matched. For-

mula B, with its floor of zero aid for weelthier districts and a smaller

range of matching ratios, reduces the average amount of state aid received

per dollar of local revenue when cowpared with that received under Formula

A. The amount of reduction depends upon the fiscal capacity measure used.
In Michigan, the range in the redcction.of state aid suburban districts‘is
from twenty-six cents per dollar raised 1oca1}y under either the per pupil
income criterion or the percentage of poor families criterion, to six cents
per dollar rsised'when using per pupil property values as u basis forfmatch-

ing state aid The shift is even greater in the rural areas. .The reduction

in state aid per dollar of local revenues there, utilizing percentage of

33/ The average flscal capacity indices were:

Property Property Per " Income Fer Income Per -
Per Pup11 Weighted Pupil Pupil " Weighted Pup11 '
.;Delawsre o E | o
Central Cities 1,28 T R W U R 1,20
Suburbs o onor - 1,03 1.23 1.27
Washington | .
Central Cities 141 1.31 173 1,17 1.12
Suburbs 0 88 0,92 1,00 : 1 01

The index for a district of average fiscal capacity wou1d be 1.00.

34/ The disparity analysis demonstrated the concentration of the two groups
‘students qualifying under Title I of ESEA and members of minority gzroups,
: . which serve as proxies for the educationally disadvantaged in the’ central
]ERJ(}f . cities. It was not possible ‘tor use,a direct ‘measure such as students score

ing in the bottom decile on statewide reading tests for either of these states.
. %
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poor families as the measure of fiscal capadity, is from $1.79 under

Formula A to $1.36 under Formula B,

Formula C, with its floor of zero aid for the .wea_lthiér districts
but a large range of matching ratios similar to Formula A" fgr the péo#er
districts, will produce avefage state‘ aid levels between the levelsbfor
Formulas A and B. With subti?ban districts predominantily above éverage in
léiscal capacity as measured by any of thef income c‘:ri't":e'r.ia , the Formﬁla C
éverﬁage_laid per.dollér of local revenue is close to. that for Formula B,
which represents a' lsignifica‘nt reduction from the Formugla A level.

Suburban districts do regain their advantage when property wealth is

used as the measure of fiscal capacity, since many suburban districts have

" property values below the statewide éverage.

The central city of Detroit, on the other hand, experiences little

: »-  change regafdless of the formula wsed since it is close to the statewide

average in almost all of the various measures of fiscal capacity.

The impact of alternative variable ratio matching formulas is demon-
strated mofe sharply when districts within a particulaf category are
examined. As shown in éhapter II, the suburban category of districts con-

tains the greatest diversity, as evidenced by the existence of both high

';, property wealth-low income districts and low property ﬁealth-high income
districts. The existence of the firsf type of district is due primarily

.'; to the concentration of industrial property. The Detroit suburbs provide

good examples of each type: Hamtramck, the high property wealth-low in-
come district, énd Birmingham, a low property. wealth-high income-district.

Table III-11 concrasts the dollars oftstate aid per dollar of local

!l revenue received under the varibusj.fiisc'alfgyaeria for these two districts.
PR )
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Hamtramck receives no state aid uﬁder Formula B using the property value
criterion, while Birmingham would not receive any funds using any one of
the three income criteria. |

Setting limits on the amount of local revenue to be matched is én
additional means of controlling the various effects the variable ratio
matching formulas can have. Table III-12 demonstrates the program's im-
T , when the existing tax rates are maintained, and the local revenues
cu . iently being raised are matched. The amount of total program revenue
correlates highly with the level of local revenues unless there are great
differences among districts in the particular measure of fiscal capacity
being used. For instance, under the per pupil property value criterio;ns,/
; the existing disparities among categories of districts are inareased.
The use of income per pupil and income per capita criteria results in a
reduction of average suburban expenditure levels compared to those of
smaller cities. In addition, under both of these criteria, in the case of
smaller city districts and rural districts, the disparities in per pupil
revenues increase considerably compared to the disparities when per pupil

property wealth is used. The increased variation within these districts

under the per pupil and per capita income criteria results from differences

35/

— The coefficient of variation for the actual state and local revenues
was .16 in 1968-69 and would have been ,24 if the variable ratio program
using the preperty criterion had been employed. This slight increase re-
flects the increased gap between suburban and rural districts. Both groups
are below average in property wealth so the higher revenue effort of the
gsuburban districts is reinforced by the distribution of state aid. It
should be noted that within the suburban category, where there is little
difference in tax rates (a coefficient of variatior. of .10) but where the
property tax collections differ considerably (a coefficient of variation
of .44), the program's cffect is to reduce the coefficient of variation
for total state and local revenues from the present .24 to .16.

Co 176
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in the distribution of property wealth compared with the distribution of
income wealth. Under the property wealth criterion, the formula provides
a balancing effect between districts with similar tax rates but diverse
property wealth per pupil. However, under the income related criteria,
the diversity in local revenue generated can be accentuated by the state
revenues distributed under this formula.é-é/

The very large disparities among district categories in the percent-
age of poor families {1lustrates the strong shift in relative expenditure
levels that utilizing this measure of figcal capacity can produce. Rural
areas, vhile levying an average tax rate, which is two-thirds of the sub-
urban average rate, receive on average twelve percent more total revenue
per pupil then suburbs.

As also can be seen in Table III-12, the mean state and local reve-
nues under all the alternative criteria are larger than the existing
level of state and local revenues. These formulas are calculated on the
basis of a 50-50 sharing of revenue raising between the state and the
local district for a district of average fiscal capacity. At present,
Michigan contributes only 40.5 percent of non-federal revenues, 80 that the
formulas as calculated represent an increase in the state's obligation,

Interestingly, if the objective is to equalize the dollars available
per pupil in all school digtricts, then per pupil property wealth (the
measure most frequently used .at present) should be selected as the measure

of fiscal capacity upon which the distribution of state funds is based,

36/ The impact on the ultimate distribution of state and local revenues
«fter shifts in local behavior has not been calculated here. It is to

 be expected that the local adjustments will differ considerably under the

various criteria for they imply in many cases widely different costs at
the local level in raising a dollar -fox educational purposes.

77
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since under this measure the disparities among all districts in the sample
are the least.

of course, this conclusion does not take into accouht the fiscal be-
havior of local school districts 1if a variable ratio matching program were
introduced. For districts with smaller figscal capacity, the price of edu-
cation relative to other local public gervices will have declined, perhaps
encouraging these districts to invest more in education than in other ser-
vices .3—7-/ Thus, the existing tax rates for public education may be raised
more in the low fiscal capacity districts than in those with high fiscal
capacity, unless the amount of local revenues to be matched by state funds
is limited.

As noted above, the use of any criteria other than per pupil property
wealth will result in greater differences in expenditure levels smong dis-
tricts. However, if instead of dollar equalization, the aim 1is fo concen-
trate funds in particular districts on the basis of their special educa-
tional or fiscal needs, one of the other measures of fiscal capacity may
be preferred. The choice of measure involves finding one that produces
the desired distribution of funds. |

In order to prevent wealthier districts from increasing the expendi-
ture gap, limits can be placed either on the amount of taxes that can be
levied or the awount of local revenues that the state will match. If the

latter course is taken, there will be considerable differences in the tax

ﬂ/ Unless, of course, the state is supporting other local services with a
more advantageous matching gcheme. The most likely area for such a pro-

gram is road construction and maintenance, but as demand in this area may
be easily satiated, it will probably not be a stxong competitive force for
dollars which could be ugsed for education.

L] [
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effort which the districts will have to make to raise their local share.
For example, among the suburban districts of Michigan, the range in mill
rates required to raise $100 per pupil locally is from 1.3 mills in Dear-
born to 6.5 mills in Lake Shore.gé/ Table III-13 shows the average tax
rate by type of district required to raise $100 of local reverues. Thus
the variation in local revenues is eliminated, preventing the distribution
of resources from being influenced by the amount of local revenue raised
by each district, but differences in the local tax burden will have 'in-
creased substantially. |

3. Conclusion

In this section, the fucus has been on the effects of variable ratio
matching formulas on the distribution of educational resources and on the
lucal tax burden. Special emphasis has been i;iéced'-upon variations in the
type of formula and parameters used, the measure of fiscal capacity em-
ployed, and the extent of matching permitted. For example, concentration
has centered upon Michigan,gl a moderate aid state, for which this type
of program represents a realistic alternative to the existing state aid
program. In the high aid states, the local role is too small to permit
treating this alternative as a substitute for the existing program. Even
as a supplementary program, the calculated results which indicate an in-

crease in disparities are likely to be misleading because changes in local

tax efforts may be significant. This may be especially true if the state,

38
38/ The coefficient of variation in mill rates among suburban districts is
a high .47, compared with .26 for rural areas and .20 for smaller cities.

39/ As mentioned earlier, Michigan was the only moderate aid state for
which data on all the measures of fiscal capacity was available.

180
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TABLE III-13

VARIABLE RATIO MATCHING GRANTS
UNIFORM LOCAL REVENUES PER PUPIL
Tax Rate Required to Raise
$100 in Revenue

g U
Central City $0.29
Suburban Areas $0.30
} Smaller Cities $0.28
Rural Areas $0.37 q
TOTAL SAMPLE $0.30

tax rates are expressed in dollars per hundred dollars of full value
of property.
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in an attempt to reduce its role, allows the additional funds necessitated

by inflation tc be provided by a partnership arrangement rather than pro-
vide a "basic" educational program by itself.

C. Power Equalizing Formula

1. Desgcription of Formulas

A scheme for distributing funds which takes into account both the
relative property base and the level of tax effort of each district, called
"power equalization," was first proposed by Professor Coons «t a_1_.-4—0/ The

underlying principle of this approach is that the expenditure level of a

| district's education program should be determined solely by its tax effort,
: regardless of its property wealth. In effect, a guaranteed tax base is es-
tablished for each level of effort as measured by the tax rate. The state
then makes up the difference between a district's actual tax revenues and
the amount that would be produced from the base guaranteed for its par-
ticular tax fgte or level of effort. On the other hand, in high property
7;'-’ value districts, the state would take away any local revenue in excess of

41/

¥ the proceeds that would have been generated by the guaranteed base .=

-4—0/ Coons. Clune, and Sugarman, Private Wealth and Public Education, Har-
vard University Press, 1970. As noted earlier, this alternative is an ex-
pansion of the percentage equalizing grant.

41/

State Aidi =r, (P.T.. W, - Wi)

P.E.W. = f ( vi )

wnhere
State aid; is the amount of the transfer to or from district i

i:i is the tax rate in district i
P.E.W.g is the guaranteed tax base for all districts with tax rate r; = R.

Wi ig the tax base in district i

£ () is th: function chosen to relate the guaranteed tax base with any
tax rate.

For wealthy districts (Wg P.E.W.R)! State Aid will be negative.

182
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An example of two specific formulas wiil elearly illustrate the oper-
ation of "power equaliszation.”" In Case A, the guaranteed tax base is a

constant for all tax rates, Fer purpose ef illustration, it is assulmed to be
$50,000 per pupill. In Case B, the guaranteed tax bases increase with
increases in the tax rate.é_z-/ With two districts, one with a property

value of $40,000 per pupil and the other with a per pupil property wealth

of $60,000, the two 'power equalizing'" formulas would produce the results
gshown in Table III-14 if t.:heir tax rates were equal, (For purposes of
illustration, the tax raie is set at 1.1 percent).

I£ the poorer district had been taxing itself at a higher rate, for
example at 1.65 percent, to offset the wealth advantage of the other
district, "pover equalizing" would produce the results shown in Table
III-15. The '"power equalizing" formulas thus assure that districts taxing
themselves at the same rate will have the same amounts available for their
educational program, These formulas also substantially reward districts
with higher tax rates.

One of the stated aims of the formula, as initially proposed, is to
provide equal dollars for equal effort without restricting local autonomy.
In other words, districts could choose different tax rate levels, leading

to different levels of spending. This will result, as shown jin Table III-15,

in unequal expenditures per pupil among districts because of differences in

42/ Case A: P.E.W.R = $50,000 per pupil for all tax rates
Case B: EEMWN.p = $50,000 per pupil Ry

where
P.E.W.pis the "power equalized” guaranteed tax base for tax rate R

Ry is the property tax rate in district i expressed in dollars per
$100 of full market value. 183
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(1)

District

$40,000

$60,000

(1)

Digtrict
Tax Base

$40,000

$60,000

Tax Basge

(2)

Digtrict

Tax Rate

1.1%

1.1%

(2)

District

Tax Rate

1.1%

1.1%

| ‘1’/

Case A:
Case B:

Ry 1is
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TABLE III-14

POWER EQUALIZATION EXAMPLE

EQUAL TAX RATES

Case A
3) (4) (5) (6)
Revenues
Property "Power Equal- Available
Tax ized" State for Operating
Collections Guaranteed State Expenditureg
Per Pupil Tax Base l/ Aid 2/ Per Pupil 3/
$440 $50,000 $110 $550
$660 $50,000 -$110 $550
Case B
3) (4) (5) (6)
Revenues
Property "Power Equal- Available
Tax ized" State for Operating
Collections Guaranteed Stats Expenditureg
Per Pupil _Tax Base 1Y Aid 2/ Per Pupil 3/
$440 $55,000 $165 $505
$660 $55,000 -$ 55 $505

P.EW.p = $50,000 per pupil for all tax rates

P.E.N.p = $50,000 per pupil x R

hundred dollars of full market value.

(Col. 5)

3/

x ((Colt 4)- (Col. 1))

='Revenues = State Aid + Property Tax Collections
(Col. 6) = (Col. 5) +€ol. 3)

oy
.}

.
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The "Power Equalized" State Guaranteed Tax Base is determined by

the property tax rate in district i expressed in dollars per

|
|
|
|
|
| 2/
State Aid = District Tax Rate x (P.E.W.p - District Tax Base)
= (Col. 2)

. bR et -
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TABLE III-15 ’
POWER EQUALIZATION EXAMPLE
DIFFERENT TAX RATES i
Case A ;
(1) (2) (3) (4) (5) (6)
' Revenues .
Property "Power Equal- Available
Tax ized" State for Operating
District District Collections Guaranteei/ Statg Expenditureg/
Tax Base Tax Rate Per Pupil Tax Base = Aid —/ Per Pupil =
$40,000 1.65% $660 $50,000 $165 $825
$60,000 1.10% $660 $50,000 -$110 $550
Case B
(1) (2) (3) (4) (5) (6)
: Revenues
Property M"Power Equal- Available
Tax ized" State for Operating
District District Collections Guarantee? State Expenditureg
Tax Base Tax Rate Pex Pupil Tax Base 1/ Aid 2/ Per Pupil 3/
$40,000 1.65% $660 $82,500 $701 $1,361
$60,000 1.10% $660 $55,000 -$ 55 $ 605

1/
='The "Power Equalized" State Guaranteed Tax Base is determined by

Case A; P.E.W.. = $50,000 per pupil for all tax rates

R

Case B: P.E.W., = $50,000 per pupil x Rg

R

Ry 1is the property tax rate in district i expressed in dollars per
hundred dollars of full market value.

g/State Aid = District Tax Rate x (P.E.W.gp - District Tax Base)
(Col. 5) =/(Col, 2) x ((Col. %) (Col,1))

3 :
‘/Revenues = State Aid + Property Tax Collections |
(Col. 6) = (Col. 5) +(Col. 3) ~ : A '

185
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levels of effort elected.

The formula was examined using its most simple case, a constant
guaranteed tax base (Case A in the example giveﬁ above), and a guaran~
teed base which increases with effort (Case B in the example).

The choice of the property base is critical to detémining the impact
of the program. A high base will provide a windfall of dollars to many
districts if they maintain current tax rates. While some of these’ funds
might be used to meet previously unfulfilled educational needs oxr to
reduce tax rates, it is possible that some money will be used for larger
wage increcases and unnecessary expansion of the educatiomal program,

The formula encourages growth in the educational sector because it
distcrts the relative price of education vis-a=-vis other public services;
that is, it becomes easier to raise & dollar for education than for police
and fire protection, health care, recreation and other public services.
When the guaranteed base increases with effort, the relative prices
become even more distorted as the educational program is expanded.

A low guaranteed base presents other problems. It would require many
districts to transfer funds to the state. Such transfers may encourage
an exodus.to private schools. A high property wealth community may be
unwilling to raise its tax rate to maintain its programs at the previous
level, because of the large outflows to the state that would be the result
of such rates. Thus, the community would elect a low tax rate and a
severely curtailed educational program which would be used only by those
too poor to afford private schooling.

2. Results of Analysis

The two '"'power equalization" formulas described in the previous

186
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43/

section as Cases A and B were utilized in the analysi/.s.— For both Cases
44

A and B, a high and low guarantee level were used . The high level was

get at the 90th percentile 1evel of property wealth per pupil of the

sample districts for each state analyzed., The low level \;as gset at the
: 45

average of suburban district property wealth per pupil;— For those states

e s s, 4 fab e g

where state funding constitutes a high proportion of total state-local ;

education support, and where local tax efforts are low, the formula was
~ 46/

utilized as a means of supplementing existing state aid.  In the moderate

aid stutes, the formula was used as a total replacement for curxent ‘state
41/
aid programs.

Table III-16 shows the impact of these alternatives on tax levies

required to maintain the existing levei of expenditures in districts in

the states of Delaware and California.

[

Case A. 1In Case A, the tax rate required to maintain existing

expenditure levels decreases as the level of the guaranteed base is in-

creased. 1In Delaware, the use of the high guarantee (the 90th percentile

level) results in substantial reductions in the local tax rates for

g

categories of districts. Under the low guaranteed base (the suburban

43/ Ccase A: Power Equalized Wealth Per Pupil = A
Case B: Power Equalized Wealth Per Pupil = A x R; vwhere A is an
arbitrary constant and R; is the district's tax rate expressed ]
in dollars per $100 of full market wvalue.

S uPMalde el e

44 Guarantee level here refers to the constant, A, described in the pre-
ceding footnote. .

45/ Using the statewide average property value would probably be politically
feasible because of the number of districts that would have to cut back

their current programs. i

46/ Delaware, North Carolina, and Washington. |

Q 47/ california, Michigan, and New "York.

2187
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district average property value), tax rates will increase in all but the
smaller city district category.

The variations which occur within the categories of districts in
Delaware should also be noted. In general, the suburban districts exper-
ijence the largest increase in tax rates among the various categories of
districts when the guaranteed base is low and have the smallest reductions
{n tax rates when the guaranteed base is set at a high value. Yet, the
suburban De lLa Warr district gains substantially under both options. De
La Warr is able to reduce its tax rate by 46 percent with the low guaran-
teed base and 65 percent with the high. Fural districts generally benefit
from power equalization in terms of tax reduction, but rural Cape Henlopen
must raise its taxes -- 119 percent at the low value and 43 percent at the

high value =~ which is more than any othe/er district, including the wealthy
48
suburban district of Alexis I. DuPont.

In California, where the formula aid is analfzed as a substitute for
the existing combined state~local education programs, the required rate
{ncreases are much higher. Such a result is expected vhen the equaliza-
tion value is low (the suburban average wealth level) since, as noted in
Chapter II, suburban districts fall below the state average in property
wealth. However, the average rate increases with the high guaranteed

base (the 90th percentile level) indicate that wealthy districts will

receive less aid than at present.

48/ 1t should be noted that the average values for district categories

are weighted by property value to demonstrate the average impact on a

dollar of property. Thus, within a district category, vhile many juris-~
dictions with low proprety values may benefit, these benefits do not con-
tribute enough to offset the losses to high property wealth districts.

(A much different picture would result if the impact were calculated for
the median taxpayer). Thus, among the rural districts in Delaware, only
three districts have to jncrease their tax rate in Case A, using the low
guaranteed base, but the magnitude of the increase results in a positive
overall average increase for: rural arels. 189 '
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Case B. The results of applying the Case B formula f1llustrate an
anomaly which arises from i1 common misunderstanding regarding school
financing. It is generally believed that low property wealth districts
have very high tax rates to maintain some form of equality with high
property wealth districts. As the disparity analysis indicated, the
lowest wealth districts are located in rural areas and their tax rates
are also generally the lowest. On the other hand, some of the highest
tax rates are found in wealthy suburban districts. Since the objective
of the Case B formula is to increase the guaranteed tax base for distticts
E with higher mill rates, the relative disadvantage of rural districts is
;. accentuated.

Another facet of the Case B formula is f#llustrated by comparing the
results for Delaware and California. Delaware experiences large upward ,
sl:ifts in the tax rates required to maintain current expenditure levels
compared to those in the Case A formula. This is a result of the
Case B formula, vhere the tax rate, expressed in dollars per $100 of full
market value of property, is the multiplier of the constant guaranteed
base. Thus any district with a tax rate of less than §1.00 per $100
market value has a smaller guaranteed base from which its revenues are

calculated, Delaware, therefore, with its much lower tax rates than

A California, must increase them by a greater percentage to maintain existing
| prograus.

This phenomena again illustrates the problem of choosing the formula
that determines the guaranteed tax base. If the Case B type formula is

to be used and it is not desirable to force rural districts to make large

' increases in their tax vrates to maintain existing expenditure levels, the
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constant will have to be set at an extremely high level. Such a constant
will distort even more the cost of raising a dollar for education for
other types of districts with higher tax rates as their guaranteed tax
base diverges more sharply from the actual property base vhich supports

other services.

Additfonal State Costs. An fmportant issue in considering the power
equalization scheme is the increased cost to the state. An accurate pre-
diction of these costs requires kno:ladpe of the tax rates which will be
levied by all the districts in the state. Since Delaware is the only
gtate where all districts are $ncluded in the sample, this analysis was
undertaken only for that state. Table III-17 indicates the additional

costs to the state under the assumption that local districts will continue

to tax at their present rate.

TABLE I1I-17

POWER EQUALIZATION
PROGRAM COSTS IN DELAWARE

Cage A Case B
Low High Low High
Actual Cost $1,534,000 $9,078,400 -$4,021,800 §597,430
Percent Increase in
Current State Revenues 3.0% 17.5% «7.7% 1.2%
Percent Increase in
Current State-~local Revenues 2.4% 14 .47, 6,47 1.07

The table indicates the large increase in the gtate's level of sé¢hool
support when the high guarantee base is used as compared to the low base.
The percentage increases are not large for Delaware, reflecting the

already large state contributions and the low tax rates of local districts.
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The decreased state costs that result from application of Case B with a
low guaranteed base ifllustrate the penalizing effect of this fommula on
districts with lower tax rates.

Among the major difficulties with the "power equalization" approach,

~ one of the most formidable is that the fiscal impacis are not readily

predaictable because of unanticipated shifts in behavior. This uncertainty
was disregarded to pevform the calculations discussed above by assuming
that localiti;as would continue to tax themselves at the same rates.

Yet it seems logical to asaume that districts with high property

values would try to avoid raising sizable amounts of revenue that would

 promptly be siphoned off by the state for use in poorer districts. Sinee

each district can ‘hoose its own level of tax effort, the result could
be even greater disparizies in per pupil expenditures among districts.

Short of an actual test, therefore, one may only guess at the likely

- effects of the "power equalization" alternative on these disparities.,

A particular "power equalizing" formula could be utilized, however,
in a way that might sharply reduce disparities in effort. For example,
the fonmula would provide for a guaranteed hase which increased with
increases in tax effort, but only within a narrow spectrum of tax rates.
Below and above this range, the guarénteed tax base would decline sharply,
to encourage districts to tax only in that range., This would prouduce
more nearly equalized funding levels throughout the state, In the

absence of a behavioral model, it is not possible to determine whether

. such a system of incentives and disincentives would produce such a

- xesponse.
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II. PARTIAL STATE FUNDING: SPECIAL PURPOSE AID

A. Introduction

The previous section has suggested some alternative ways of distrib~-
uting state aid to local school districts based on various measures of
figcal capacity or need. These alternative programs were designed as
matching programs, under which the local districts would be required to
raice a portion of the revenues for education.
This section looks at varfous measures of educational need as the
basis for distributing state aid. It seems unlikely, however, that states
will use these measures, contrary to their use of fiscal measures, as the ;
principal basis for distributing funds. Hence, in this analysis, these
programs are viewed as supplemental programs baged on various education
need criteria. Two types of pgrants are considered -~ direct target pupil
flat grants to supplement the existing programs in local school districts,
and a variable ratio grant, requiring matching funds from local districts.

B. Supplemental Grant. Programs for the Educationally Disadvantaged

1. Description of Formulas

Several hypothetical state aid formulas devised to supplement pro-
grams provided to the educationally disadvantaged are analyzed in this
gsection. The basic assumption of this approach is that additional
resources are needed to raise the achievement levels of pupils who av
now handicapped in learning because of their socio-ecomomic background.
To design such programs, the first major concern is to identify precisely

the particular puplls who need special help. The second is to determine

et ey et e

the amount of assistance required to improve their performance.
Available data do not provide consistent ot generally acceptable

193
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measures of educational need. In the absence of such data, reliance is
frequently placed on membership in particular socio-economic or racial

groups as a proxy for identifying low achieving students. Three such

proxies are used in this study. For the purposes of this analysis, elig-
ibility for federal funds under Title I of the Elementary and Secondary
Education Act was used as one proxy. (Under this legislation, students

- who are eligible to partiéipate in this program are either from families
earning an income of $2,000 or under, according to the 1960 Census, or
are from families who are welfare recipients.) A second proxy is member-
ship in a minority racial=-ethnic group, as classified by the HEW Office
for Civil Rights.é-?! Where data were available, the distribution of
funds in accordance with these indirect meagsures was contrasted with a
more direct proxXy: students in eclementary grades who scored below the

50/
10th percentile for the state on statewide reading achievement tests.

49/ These include American Indian, Negro, Oriental and Spanish-surnamed
Americans. U. S. Department of Health, Education and Welfare, Office of
Civil Rights, Directory of Public Elementary and Secondary Schoolsg in
Selected Districts: Enrollment and Staff by Racial/Ethnic Group, Fall,

1968.

50/ 1t is obvious that these are the crudest of proxies and are likely to
be over-inclusive. Some low-income students or students receiving welfare
may be high achievers; some students who are members of racial-ethnic
groups come from economically advantaged, highly educated families; some
low scoring children on standardized reading achievement tests may actually
be high achievers in other areas if measured by more appropriate testing
devices. However, a number of studies have established a close relation-
ship between socio-~economic factors and student achievement. See A. Burke,
f J. Kelly, and W, Garms, Educational Programs for the Culturaily Deprived -
& Need and Cost Differentials. Special Study No. 3 for the National Educa~-

; tional Finance Project. Albany: State University of New York, 1970,

E pp. B13-22 for a review of some of these studies,




178

Using these admittedly imperfect measures of need or degree of disad-
vantage, how sliall students so jdentified be funded? Ideally, a target
pupil grant program would be able to categorize each student according to
the precise level of educational resources it would take to bring him up
to a certain achievement level and would distribute funds to the districts,
and among individual students within those districts, in proportion to
their need, However, such a program is impossible in view of the present
lack of knowledge as to the amount of resources required for various
pupils to achieve desired performance levels.

One funding approach examined was a flaht target pupil grant. Under
this system, a state would provide funds to each district according to
the number of its students who have been identified as members of the
particular target group.

Another funding approach was developed and analyzed, under which the
gtate would distribute funds according to the ratio of a school district's
average achievement level on statewide reading achievement tests to the
statewide average achievement level.

While the proxies of student need utilized in this analysis may be
relatively reliable as predictors of low achievement, even though somewhat
over-inclusive, the appropriate level of suppo~t is still a matter of
almost total speculation. This report makes no pretense of attempting to
resolve this issue. Rather, grant levels were selected somewhat arbitrarily
in order to have some way of testing the distribuiion and fiscal impact of
supplemental gran:s based on need, on various types of school districts
within a st;te, and of estimating the f£inancial burden on the state itself,

Three grant levels were selected for purposes of analysis -- a mini-

mum grant for th: target pupil equal to the present statewide average
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federalngsggg,;uu;prtle I child in each state, varying from $138 in Mich-
fgan and North Carclina to $200 in New York; a flat $300 grant for all
target pupils; and a maximum grant which would provide each target pupil

with double the amount of a state's present basic program for the average

child.

2. Results of Analysis

(a) Flat Target Pupil Grant Formula

In all the states studied, with the exception of North Carolina,

target pupil aid, when distributed on the basis of any of the three proxies

. for low achjevement outlined earlier, would be overwhelmingly concentrated
in the central cities. This is demonstrated by the pattern for Michigan

as shown in Table III-18 and Figure I1I-18(a). A similar pattern is

y shown for New York in Figure III-18(b). In North Carolina, the concen-
é tration would be in the medium and small sized counties, reflecting the low-
. er incomes of minority enrollment in these areas, as discussed earlier in
Chapter 1II.

Comparing the varfous proxies for the industrialized states, the
' racial-ethnic criterion provides the largest share for cities while dis-
tributing very little to rural area;.v Rural areas benefit more from the

use of the Title I criterion, reflecting the lower incomes in those areas.

¢ The low achievement criterion correlates more highly with the Title I

§ criterion than with the racial-ethnic criterion.gl/

;'él/AchieVement data suitable for this analysis were available only for
I the states of New York and Michigan.
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FIGURE III-18(a)
MICHIGAN

AID FOR THE EDUCATIONALLY DISADVANTAGED
Distribution of Aid by Type of District

Average Daily Attendance Aid Distributed To Minority Group Pupits
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The first value utilized in this analysis (designated the;minimum

0L
%08
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level grant) is the statewide average grant per Title I recipient received !

souepually Ajteq sdrseay

under the Elementary and Secondary Education Act. In this case, the per-
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centage increase for the target pupil over the currc/ant statewide average ’
52 :
per pupil expenditure (state-local funds combined ) ranges from a low

of 15 percent in New York to a high of 30 percent in North Carolina, With

sq:ngng

sQunQng

the second value used, the $300 grant: per target pupil, the respective

o e e,

percentage changes are 2Z percent in New York and 65 percent in North

Q i
! §§ 8‘§ f Carolina.
s : ) |
é £ The assumption underlying these figures is that the additional aid
i {
: § § would be a direct educational investment in the target pupil, supplementing

the amount provided him under the regular program, However, if the aid
should become part of the district's general fund and is spread out for

the use of all students, the potential increases in aid to the target

HHOA M3N

(8)81-I11 TNOId

students decline dramatically, as demonstrated in Table IIT-19.
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; 5 g § § § § § § § § § § g " The costs nf these aid programs vary sharply depending upon the !
5 L1 2 Ad 2 2 A 3.3 g i ,
% 3 t \, measure used. The least expensive would be a progran aimed at identifiable !
° | :
o z : .
£ 2 ' low achievers rather than one which uses a less direct proxy for tha
of | : z i
3 B g §’ educationally disadvantaged. In Michigan, for example, providing the
3 E 5-
g oA ; maximum grant to low achievers involves only a 4.8 percent increase in
3 7 2
£ %’ 3 state=-local education revenues, while providing the maximum grant for
3 i
J? the racial-ethnic targets would cost 26 percent more than the present
] ;
f of -
o f |

52/ Federal funds currently expended are excluded since, in the absence
of a federal revenue sharing program, federal funds would not be co-

mingled with the state-local compensatory funds but would remain as sep-
arate categorical programs,
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: state~local budget. These large differences in costs indicate that it

would be substantially cheaper if the low achievers could be identified
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| directly instead of distributing funds to all mumbers of a particular TABLE

gvoup just because of the high correlation generally found between member- AID FOR THE EDUCAT

s P i o deeas et Ahb B

ship in the group and low achiecvement. VARIABLE RATIN MATCH

AVERAGE READING .

(2) State-Local Matching Ratio Formula STATE CONTRIBUTIONS PER DO

The impact of the variable ratic matching formula, based on the
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school district's average achievement level, depends hoth upon the distri- f
' | California
bution of the average test scores and the amount of local revenue cur=~ ;
54/
rently raised, The resulting distribution of state dollars, as shown 1 Central Cities $1.04
¢ 4
: in Table III1-20, indicates the small variance in distribution of average ‘ é
' 55/ Suburbs .96
test scores among the four types of districts., Note that in the case ; :
! | }
¢ of Michigan and New York, the highest achieving districts (which therefore § Smaller Cicies .98
get the least amount of state funds) are the rural districts, while the &
‘ Rural Areas 1.04
¥

édistricts with the lowest average achievement levels are the central

i cities, This relationship does not hold true for California, where the
:

53/ Part of this difference is due, of course, to the fact that the nature
of the data limited the analysis of low achievers to elementary school
students, while the other proxies encompass all grades. However, assuming
a uniform distribution of the other proxy groups between elementary and
secondary schools, the cost for the maximum grant program utilizing the
racial-ethnic proxy would still involve a 15 percent increase over that
for low achievers. This increase i; probably underestimated since the -
distribution of low achievers is probably skewed toward the elementary

grades, given the higher dropout rates of low achievers in the secondary
grades.

275 S A i o e mr i e e im el a2

54/This alternative could be tested only in the states of New York, Cali~ 4 |

fornia and Michigan bacause of the availabildity of achievement score data
in these states,

akbias o >

55/Previous studies have shown that often the most extreme variations in *
pupil performance are found within individual school. districts, especially :
central cities, rather than between school districts. see, e.g., Thomas,

School Finance and Educational Opportunity in Michigan, Michigan Depart-
¢ |ment of Education, 1968, AR
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E III-20
TIONALLY DISADVANTAGED

HING GRANT BASED UPON
ACHIEVEMENT SCORES
OLLAR OF LOCAL REVENUE RAISED

Michigan New York
$1.10 $1.09
.95 .90
.98 .94
: .94 .88
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rural and the central city districts have the same achievement levels,

below those of suburbs or smaller cities, Even in the case of a matching

formula which requires every district to raise the same number of dollars
locally, there is orly a 24 percent difference in the average amount paid
to rural areas and that paid to t:hé central cities in New York State. This
is in startling contrast to the differences of 99 percent using the Title I
criterion and almost 2800 percent using the racial-ethnic criterion in the
flat grant target pupil formula described in the previous section.

If no restriction is placed on the local matching revenues, the high
local revenues presently raised in suburban districts would result in a
larger proportion of aid going to suburban areas under this formula than

these districts would receive under the target pupil flat grant foraula,

C. Functional:Aid Formulas

1. Non-instructional Aid Alternative

One proposal that has been suggested to provide fiscal relief for
school districts and to reduce the level of disparities among school dig-
tricts, is that the state assume the costs of non=-instructional functions
in the education budget., This Proposal 1is based upon the belief that the
resources of gome digstricts are severely strained due to extraordinary
expenditures for certain non-instructional items » diverting needed dollarsg
away from the educational program and further contributing to the dig-
parities among districts in the educational resourcey available for each
child,

The kinds of expenditures most frequently suggested as those which

the state should assume, in addition to construction costs, are plant

operation and maintenance costs (which are often high in urban districtsg)

; and transportation costs (which are-high in rural areas),
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additional education resources -- e.g., the mentally and physically handi-
capped, the educationally disadvantaged, vocational students. Rural areas,
on the other hand, with small enxollments, have higher costs stemming

from diseconomies in providing comparable programs.

It would not be feasible to have such an alternative designed so that
the state picked up the entire instructional portion of a local district's
budger without any limits on the size oi that budget. Thus the state
would have to determine what was an adequate basic program and what
types of students required funds over and above the hasic program and in
what amounts. Decisions would also have to be made as to whether small
inefficient rural districts should be funded or required to consolidate.é—/
Thus, the state would of necessity be directly involved in decisions
affecting a district's educational program. In short, this alternative
would have the same disadvantages that critics of full state funding find
== interference by the state in lucal district fiscal decision-making --
but would not have the advantages of complete equalization of per pupil
expenditures since non-instructional expenditures would still be funded
locally. Moreover, the disparities in tax burdens among districts would
remain, since districts with low property values would have to hava higher
tax rates in order to raise the same amount of ravenues as wealthier

58/
districts to fund all non-instructional costs.

57/ A number of states such a3 Nev: Hampshire and Michigan, now provide
incentive payments for consolidecion,

§§/ The education finance system in existence in the State of Hawaii until
1965 required local units (counties) to fund non-instructional costs out

of local revenues, the state paying total instructional expenditures. This
system resulted in inequalities among xural and urban count:ies in terms

of facilities and tax burdens. The effect of this system and the rationale
behind moving to a fully state-funded gystem are described In greater detail
in Chapter IV of this report. T
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To estimate the impact of such an approach, without knowing what a

state would detexmine was the appropriate level for a basic instructional

. s et haes el

program, the present expenditure levels for iustructional costs in each
district were utilized in the analysis., This alternative was simulated as :

a substitute for the current state aid program. Table ITIL=22 shows how

much additional aid each type of district in Michigan wouid receive from

the state beyond what is currently received.

The drawbacks of this alternative as simulated are evident from an

examination of Table IIL-22, The two types of districts often cited as

having special needs == central cities and rural districts =- would re-
ceive the least amount of additional state aid, However, this is due to
the necessity of using the existing budget for the instruttional program
of each district and thus reflects the inequalities in the existing expend-

iture patterns. This is not to say the existing expenditure patterns

are completely inappropriate, For example, rural areas may have lower

i expenditures because equivalent instructional resources cost less in

rural areas than in urban areas.
This particular proposal for financing education clearly is not a
solution for dealing with the existing disparities in educational spending

among districts and might even increase the disparities. And, as already

noted, if the state's approach to funding instructional costs were any=-
thing other than merely to pay the current instructional expenditures in
full in each district, then issues such as that of local autonomy and the

complexity of administering such a plan might be significant.

There is little merit in leaving the responsibility for raising
revenues for non-instructional functions with local districts, pérticu].arly

since these are unrelated to instructional need. For example s @ low

208
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density rural district located in a mountaingﬁs region is likely to have
high transportation and plant operation costs, which are totally independent
of the education program. Thus, an alternative where the state agsumes
full responsibility for instructional expenditures, while it may appeal
to those who are opposed in principle to total state funding, appears to

have no fiscal or educational advantages over full state fundirig

III. FULL STATE FUNDING FORMULAS

A, Introduction

The proposal that the state government assume the total cost of
education has two main goals == to equalize education for all pupils
within the state and to remove school finance from primary dependence on
local property taxes, Equalization of educational programs can be either
in dollars or in real resources. It does not necessarily mean equal
dollars for every pupil but can be regarded as applying to particular
categories of pupils, while permitting inequalities between categories,
For example, equal dollars or an equal number of teachers might be pro-
vided for all elementary students in the state, but different amounts of
money or a different pupil~-teacher ratio might be considered appropriate
for secondary students,

If the assumption of all elementary and secondary education costs

by the state resulted in the complete elimination of the local property
tax for school purposes, education revenues in most states would very
likely come from taxes that are considered to be more progressive than
the property tax, such as a graduated state income tax, However, full |
state funding could also lead to adoption of a statewide property tax as a

substitute for revenues previously raised through the locé,l property tax

. " ,’ -
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This would not necessarily increase the equity of the tax structure among

income groups but would result in increased equity betwee;n taxpayers in

the same income group from different districts. This results from the

removal of the large inequalities in property tax burdens between indi-

viduals of the same income group located in different districts. These

inequalities stem in part from large differences among di- :ricts in prop-

erty values, tax rates, and assessment practices.

Full state funding has broad implications for the autonomy of local

districts. At a minimum, it places a budget constraint upon the educa-

ticnal program of each district., Under such an alternative, districts
would not be allowed to supplement the state=-provided revenues with rev-

enues raised through local taxes. Thus the revenues available for educa-

tion would be a reflection of the state's legislative or administrative
judgment of what a district's basic educational program should be. Fed-
eral revenues presumably would remain as supplements to the state revenue,

but unless federal revenue sharing is substituted for current categorical

programs, the use of these funds is restriccted to specific educational
problems defined by the authorizing legislation.

Full state funding could also go beyond merely limiting district
expenditure levels. The state, for instance, could choose to supply
school districts with the real. resources required for their educational
programs, mandating the nuubers of teachers, aides, counselors, books, and
other similar resources. Even the hiring and assignmment of personnel
could be undertaken at the state levei.

Thus, the amount of local autonomy permitted under various full

state funding alternatives could vary. The state could choose any level

A
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of control, granting as little or as much decision-making power to local
districts as it desired. Short of giving districts the option of sup-
plémentary local funding, states could assure districts the maximum degree
of flexibility by giving them comple te freedom to make allocations within
their budget constraints.

B. Description of Foraulas

1., Target Pupil Grants

;
4

A fully state funded program may be based upon target pupil
grants., Each district would receive a grant dependent upon the district's
number of "weighted pupils,” as described below. This option, with no
restriction placed.upon how these funds are to be spent, would give
districts the maximum possible flexibility under full state funding, re-
strained only by the size of the total budget.

In developing this formula, a particular category of students ig
assigned a weight of 1.0 and all other categories of students are weighted
relative to this base group. The weight for any particular target group
is the ratio of the ccst of achieving a set of goals for the pupils of
that group, qompared to the cost of achieving these goals for a pupil in
the base group, For example, an objective might be to take into account
the higher costs of educating ¢isadvantaged students, physically and men-
tally handicapped students, or mentally gifted students, compared to the
cost of educating average students, Other appropriate formulas would
include weights for the costs of broviding education at different grade
levels, or for the higher costs of educating vocational students compared
to liberal arts students,

After the appropriate weightings are determined for various student

categories, other issues remain to be‘ijésolved.  Equivalent dollars may be
NI
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distributed to each category of student no matter where in the state the
particular target pupils are located, Another approach, however, would
be to focus on equalizing real resources for various target 1;up;l.1 popula-
tions, with a formula reflecting differences in prices among' variqus
areas of the state.

Obviously, finding the correct ratios to achieve the desired ends
is a very complex process. It requires a thorough knowledge of the educa=-
tion process, the society's evaluation of the goals of the education
gystem, and the economic structure of the state. As knowledge in all
three areas is still extremely limited, any ratios used for fuil state
funding can be only very crude approximations.,

The weights assigned to the target pupil groups in this analysis
were derived from the costs of exemplary pro.grams for suburban school

districts as given in McLure and Fence, Early Childhood and Basic Ele-

mentary and Secondary Education (National Educational Finance Project,
| 59/
Special Study No. 1, University of Illinois, 1970). McLure and Pence

do not provide adequate evidence to support their selection of particular
target pupil populations or, more importantly, to support their cost
ratios. The ratios used in this report to test a fully state funded
approach based on target pupil grants must therefore he regarded as some-

what arbitrary.

59/ The weights for the various target populations derived from McLure
and Pence are:

Kindeérgarten 1.11
Grades 1 to 6 1.00
Grades 7 to 12 1.19
Mentally and

Physically.

Handicapped 2.23
Remedial & Com-~ 1,84

pensatory . ...
Vocational -1 (> 1.68 213

3
4
':
i
i
}
H
i
i
i

A et R ANk




2 o

.
o TR

e PR
P A AR AN

L it

197

In addition, data limitations in all of the states included in this

~ study prevented an examination of some of the target populations McLure

and Pence regard as requiring additional wesources. In most of the

states selected for testing this alternative, data on grade distrib'ution

 for students enrolled in basic elementary and secondary programs and on
. the number of special education students were avsilable. However, datu
. was generally lacking on McLure and Pence's "remedial and compensatory"

- category. Consequently, Title I students and, for New York and Michigan,

students scoring below the 10th percentile on reading achievement tests,

' were utilized as proxies for this category.

2, Personnel Unit Formula

An alternative method of fill state funding which involves less local
autonomy is the personnel unit formula. Under this approach, a state would

provide real resources to local districts by allocating teacher positions,

' custodial positions, etc., and by purchasing books and supplies (or

allocating funds designated for these purposes), distributing them either

’ on a per classroom unit or on a per pupil basis. This alternative is

> similar to the current program in Hawaii where teacher positions are

; generally allocated on the basis of classrocm units varying in sirze

} according to type of students (e.g., kindergarten, elementary, special),

50/

T and where funds for supplies and texts are allocateion a per.pupil basis,

Delaware and North Carolina also have a somewhat simjlar program, in

¢ which the number of classroom units are computed according to types

; 50

of students, Classroom units then become the basis for distributing

0/ See Chapter IV for a more detailed description of the llawaii program,

214
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61/

the real resources. However, in the latter two states, unlike Hawaii,

lccal districts are allowed to supplement the state allotment to an un=~
limited extent, both in terms of additional posicions and additional dol-
lars with local revenues. Thus neither North Carolina nor Delaware heve
a fully state funded approach.

The degree of a district's autonomy will depend upon the flexibility
it has for making substitutions wititin either the personnel or non=-personnel
areas. Some districts may elect to use two teachers' aides to fill an
allotted teacher position, or audio-visual equipment instead of some
textbooks, Variations in price would not constrain districts in different
parts of the state if statewide salary schedules for all personnel and
statewide purchasing were instituted.

Simuiation of this alternative involves calculations very similar
to those used in t:he target pupil population grant formula described
above. 1In this analysis, staffing ratios given in McLure and Penceﬁ-z-/
were used to determine how many personnel positions a district was en-
titled to according to the number of classroom units it had. In practice,
the state would then hire teachers to £ill the allocat;ed number of positions
according to a statewide salarv schedule, or would provide funds for the
district to hire them, Payments to districts with the same number of

classroom units need not be uniform, but could vary according to the distri-

bution of the education and experience levels of its teachers,

61/While Delaware allocaties all personnel positions (including cafeteria
and custodial workers) on this vasis, the North Carolina formula is applied
only to teacher positions,
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The distribution of education and experience levels cannot be pro~

jected nor can the statewide salary schedule that the legislature might
elect be predicted., For purposes of analysis, therefore, the average

teacher salary in suburban districts was used as the multiplier to deter-

mine teacher costs., Non-teacher costs were then derived by using the ratio 1

of average teacher salary costs to all other current operating expenses

for the state, These calculations, although they involve some arbitrary
assumptions, enable one to make reasonable estimates of the costs of

full state funding.

Cp S TN e

C. Results of Analysis

1., Impact on Dispari:ies

Both the fully state funded target pupil grant formula and the

personnel unit formula have a very significant impact in reducing differ-

ences in dollar per pupil expenditures within a state, as can be seen

oyl e

for Michigan in Table III-23 and Figure III-23. The largest reduction in

disparities occurring within a sirllgle category of school district is in
: 0 63 i
the suburban district category. The dollar differences which remain

stem from two sources, First, federal program 7re not distributed on a
64

uniform per pupil basis throughout the state, Second, there are dif=

. fering costs among types of districts because students with special aeeds

beyond the basic program are not uniformly distributed among the districts,

( When these cost differences are takern into account, there are even fewer

disparities among districts,

_6_.1/ The coefficient of variation for the target pupil formula declines
i from .23 to .15 while for the personnel unit formula, it declines to ,14.

64/ Table III'-24 shows the reduction in variation among the four types of
) districts when federal revenues are excluded. '
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2. Impact on State Costs and Tax Structure.

Besides "equalizing' educational programs for all students
within a state, full state funding is intendei to eliminate the differ-
ences in tax burdens for residents of different districts, Whether ‘the
move results in a more "equitable" tax structure depends on how the state
tax structure is changed to meet the new revenue requirements (as well as
on one's definition of "equity"). The changes in the state's revenue
raising mechanisms will have to be considerable in many of the states,
as iliustrafied in Table III-25. States such as California and Michigan,
which are currently providing a moderate portion of the total education
budget, would have to triple their state education budgets, Even states
{ith a high percentage of state funding, such as Delaware and Washington,
wil\l\haveQ raise a substantial amount of new revenues.

However,\-a“more_ realistic comparisor is with the total funds now
expended for education from combined state and local sources. When this
comparison is made, the pvercent Aincrease in state revenues required is
much smaller., One possibility might be tc retain the same state tax
structure utilized for the current state share of educaticn costs and
use a state property taic to raise the new reuenues ’ rather than rely on
Iarge rate increases in exi sting state taices.

3.“ Statewide Salary 'Schedules.

The 1eve1s of program costs also *llustrate an important issue
to be faced in a t.':ansition to full state funding .--- he statewide
salary schedule. , The usge of the suburban average teacher salar-, as the

cost of a. teacher in a personnel unit formula results in a 44 percent

increase in state-local expenditures in Delaware which is a1ready using

1‘*»’*- 220
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a statewide salary schedule and a personnel unit formula,., The increase

crvemn ROTETRER ST R

' here stems from thrree sources, First, with the present system allowing
local supplementation of revenues, suburban districts' teacher salaries

are high relative to tiie statewide salary schedule because of the local

salary supplements paid. Second, the suburban districts have a much higher

proportion of teachers with advanced degrees than other types of districts

and thus more highly paid teachers. Finally, if one uses the staffing

. ratios developed by McLure and Pence, there is a reduction in pupil=-
teacher ratios. These ratios are somewhat lower than those used in Del-

: aware's existing personnel unit formula, A state's costs would be less

: than shown in this analysis if some lower figure than the average sub-

urban teachers' salary were used as the base for the state salary sched-

é
ule, However, political pressures from teachers' .organizations and
other groups may be such that it would be difficult to use the state-
wide average salary payment as the base, unless "save hammless" clauses
| and other protective devices for higher paying districts are included.
The decline in revenue requirements of over 20 percent for New Yor'k
v State compared with present state-local expenditures for eduration under

the personnel unit formula (see Table III-26) should be- noted This is

.} due to two factors. First the staffing ratios. as developed by McLuyre | .
65/

and Pence, are higher than the current punil-teacher ratios in New York,

Thus, moving to a personnel unit forunula and utilizing the McI.ure and .

b Pence ratios, would result in iarger class size for this st_a.te. Se_cond,

higher than the New York values: indicate because of dz.fferences in defi-
nition of a classroom teacher.< Despite this factor, however, there would
still be -2 decline in revenue needs.. . : -
e = S mds 222 -
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the average teacher salary of suburban districts is lower than that of
New York City. Because of the large proportion of total enrollment this
district represents, the reduction in teacher salaries for New York City
has a measurable impact on total costs for the state. Political pres-
sures, however, may be in the direction of adopting pupil-teacher ratios
and a salary schedule similar to that of New York City, implying that
the costs estimated in this analysis for New York are considerably under-

stated.

' Summary of Distribution Alternatives -~

The main focus of Part II of this chaptedas been on alternative

formules for distributing general purpo/se aid to public schools. Each

L
section discusses the impact of a particular alternative on two forms

L N FTA

of disparities -- differences in the per pupil dollars expended and dif-
ferences in the local revenue effort among 'districts within a state. |
| Although each alternative is designed to fulfill different objactives, .
T i this summary vu.ll focus on their impact on aisparities in per pupil

' expenditures.

The extent of equalization achieved by each of the general purpose
aid programs and by the functional aid program for'instructional costs-
'.is shown in Table III 27.=— 56/ A suumarv of the shifts in average state

| and 1local Tevenues by type of district that would occut rhrough the

' application of the various alternatives is presented in Table III 28 67/

The values utilized for purposes of analysis are reasonable illustrations

’ . : : . )
ﬁﬁ While the functional aid programs are categorical in nature, 1nstruc-

tional costs are such an‘overwhelming proportion of 'the school budget .
that it is appropriate to include the program bere

67 Michigan was chosen for this illustration because it was the only
moderate aid state for which data for each altgﬁative were available.

PAraiitex: provia c . ' . :
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but they do not exhaust the possibilities. The basic alternatives could
“ »

be fundedl at different levels. Also some of the alternatives could be

considered in combination.
Full state funding alternatives which, of course, remove all varia-
tion due to differences in local effort and property wealth, reduce the

disparities the most. The power equalization alternative, which elimin-

nates the influence of property wealth differences, appears initially

as effective in reducing disparities as the full state funding alterna-
tives. However, an important caveat must be appended to tﬁis finding.
Expenditure levels under power equalization are still influenced by local

choice regarding tax effort. Shifts in tax effort can be expected since

the program involves large changes in the educational program for many

districts. As can be seen in Tables III-27 and III-28, the average
expenditure level would be substantially' reduced, assuming no change
in current tax rates. Thus, after the 'anticipated adjustments in local

tax rates in response to those reductions, the extent of equalization

under a power equalization plan might change dramatically.

Matching programs, with the exc{eption"of those based upon per
pupil property 'wealtt.l, kir"u’:rease the lévél of diSparitie§. Bqt; matching
ibased upon fiécal cépacity_mealsurelsj;fré{’lated fo income would ?:'oncenf:rate
."és.‘s:'i.'vsta;nge in districts witﬁ Al_owér.:'.persénal income by reducing some | 1
of t':ih"e' burdenofthepropertytax . The ,in'ipéc_t‘; of the vsevéralfinéome

vy
C
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related measures varies widely. The disparities increase only slightly

under the per pupil income criterion; they more than double under the
percentage of poor families criterion. The relative shifts in expendi-

ture levels among districts are so large under the latter criterion

that, coupled with the increased disparities, the use of this measure
as a practical alternative is questionable.

Functional aid supporting instructional costs also results in in-
Ecreased disparities. This reflects the use of actual expenditures for
this purpose as the basis for the aid level. The administration of a
realistic formula for instructional costs would be so complex that im-

plementation would be discouraged.

A summary of the costs of .each alternative is presented in Table‘
. ;[ IIT-29. Matching programs will involve approximately an 11 percent in-
crease in the re;ources devoted to education from state and local

| sources., The'/ power equalizing alternative will result in a 20 percent :“

»;ﬂ reduction in the resource level, assuming no adjustments in the exist-

ing local .f;'ax effort. The full state funding alternative will require

o 11 to 12 ‘percent more revenues compared to the present state and local

F

revenues. However, the shift from state-local funding to state fund-

el LT

y: ing 2lone would represent more than 175 percent increase over present

| §%226
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state contributions to education (assuming the personnel unit formula
for full state funding is utilized).
!
T R ——————T.S.SS,
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TABLE III-29
COSTS OF PROGRAMS: GENERAL AID

ALL SAMPLE DISTRICTS
MICHIGAN

(IN MILLIONS)

State Local
EXISTING PROGRAM
(1968-1969) 7286 7401
ALTERNATIVES
PARTIAL STATE FUNDING
Matching Program
Per Pupil Property $382 $401
Per Pupil Income $394 $401
Per Capita Income $381 -'*$40i
Percentage of Poor Families $348 $401
Power Equalizing ;$148 S;bi
lEunctional
Instguctionai Costs —5549 : 15401
FULL STATE FUNDINP |
Target Pupil Grant ‘“”.$639". . L o
'fPersbnﬁelbUnibeOrmuia°“;" ‘;W '"$7967 o :1”';¥“ R

|
|
!
|
Total ?
$687 ;
$783
$795
$782 |
$749 ;
$549 g
s
. .
| ¢
i
§
~ $839 _?-
$796

R S A S A

————
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CHAPTER IV

HAWAIIL

1. INTRODUCTION

. The method of financing elementary and

State of Hawaii is unlike that in any of th

a fully state-funded school system which dc

Since full state funding has been proposed

the present systems of financing education

priate to give attention to how such a fun
Since Hawaii's system of financing is

to the pattern of analysis applied to the .

this study; Thus,‘the analysis'of Hawaii

éhépter.
~ This introduction provides some histo
ground of Hawaii's education system. 'Sect

method of finanC1ng educatlon. Section II

N
. ..‘

the nature and the extent of the dlsparltn

among the state's sevpn school administrat

tax burden by lncome class for the support

" 13 concerned with the extenc to which Haw‘

0
B

. 3
B H

1nh1bits inﬂovation, flexibility, or othe1

from local dlstrict ‘lscal autonomy.



d secondary education in tne

he other 49 states. ﬁawaii has

loes not rely on local renenues.

1 as one of the alternatives tc |

» in many states, it is apprc-

ading system operates in Hawaii.

s unique, it doesvnot 1end itself
other eight states included in

is presented here in a separate

oric and organizational back
'tion II describes in deta11 the
II analyaes, where data permit,
ies in per pupil expenditures
1tive units; and it examines the'
rt of public education. Section IV

naii s centralized school system '

er benefits supposedly stemming o
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The State of Hawaii is comprised of four counties -- Hawaii, Kauai,
Maui, and the City-County of Homolulu. Each of these counties has a

county council which has the power to levy property taxes for the support

. of such non-education public services as police and fire protection, .
recreation, road maintenance, and sanitation. Until 1965, the counties

, were also using local revenues, including the property tax, to fund certain
education expenditures, as will be described in greater detail in subse=-
quent pages.

N
A\

In the case of schools, the State of Hawaii\:-can be viewed as .a single

fiscally dependent school district, with seven administratively ‘decentral-
ized units or districts.

Four of these dis'tricts' are located in the City-County of Honolulu, on the

Island of Oahu which, although the smal-lest}infland area among the
counties, includes over 80% of the total population in the state. The
districts on- the Island of Oahu include the Honolulu, Cen.tral Leeward and
Windward districts. -‘The Honolulu district which encompasses the city
limits of Honolulu, is. the largest ‘district._ in the state. The number of«
pupils . (in'ADA) in 1968-69 was 47, 674.

U

29,052, in\.ludes most of the military bases and federally connected stu-

dents. The Leeward district

with an ADA of 25, 265 is heavily populated

by the economically disadvantaged groups of the . i«;land's population. The _

ites and . substantial numbers of military personnel as well as the rural |

.
ot
{

ol

- disadvantaged along the coast 1/

8 1/ Demog*aphic descriptions are derived primarily from Hawaii ‘State Board of
i ‘Education, The Tasks of Public Education in the State of Hawaii: The

Perceptions of the People, (1970), and from . int:erviews conducted between
1970 and 1971 for this study.‘_a o 23

LA

These districts have no fiscal powers whatsoever, -

The Central district, with an ADA of

Windward district with an ADA of 24 818 is populated mainly by suburban--
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The entire island of Oahu on which the City-County of Honolulu exists
can be characterized generally as urban-suburban, although portions of
the Central, Leeward, and Windward districts are still rural-agricultural
and in no way different from the comnmnities comprising the other three
districts. These districts -- Maui, Kauai, and Hawaii -- ‘are located on
the "outer-island" or 'neighbor-island!’ counties and are coterminous with -
county boundaries. All three of these 'districts are rural-agricultural,
primarily producers of sugar and pineapple. The district of Hawaii, with
an ADA of 15,750, 'encompasses the island of Hawaii, the V_Z_I.argest island in
the state. Maui district, with an ADA .of'i0,1250, coVers the tri-islandsj
(Maui Molokal, and Lanai) Kauai district, with an ADA of 7,216, and
covering the islands of Kauai and Niihau, is the smallest 'school district
of the seven districts in the state and has the lowest: per capita income
of all the counties. "’f"i'.- "

Hawaii',s singlyeﬁ‘;centralized school system is .‘administered by the
State Department of Education, headed by anrele'cted, St'ate Board.-g‘/ - The
‘State Superintendfent is appointed- by the 'State Board. ;“'i'he'seven adminis-

3/

trative units or school districts ~each have a district office staffed by

a district superintendent who reports to. the State Superintendent

-\2/Up‘un'ti1 1964, the Board was app01nted by the Governor.~ A public refer--
endum that year changed. the Board's status to that of an elected board.

' In 1970, ‘an attempt to again change ‘the - status of the Board was defeated
at the polls. B

- 3/some form of regional units with regional superintendents has existed
at least since 1841. - | , R
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Historical factors are probably the pPrincipal reason why Hawaii has

such a centralized education system. Under the. Terr1tor1a1 Government

not only edu_cation, but most governmental functions, including agriculture, ;

labor, health and welfare, were centralized, In the transition from
territorial status to statehood, no significant changes were made in the

structure of the Hawaiian government .4/

With regard .to education, a committee report to the Constitutional i
Convention stated that: C _ ; |
"The concent of a single, statewide system of public
-schooling isAso fundamervtally sound, so widely:
acc1a1med and so proven in the light of Hawalian :

history as to JUS"lfy the 1nc1u31on of the princlple

in the state c,onstltution of Hawaii."

IL. FINANCING OF EDUCATION IN HAWAIT

Background of Fu11 State Fu’nding.s In 1968 69 the state share of

non-federal education costs was 95.2%, the- local share amount1ng to only

4, 84. The d1stribution of total education revenues for that year was

4/Graves W Brooke Centralization of Government in Hawaii Library of
Congress Legislative Reference Service, 1962; state and Loca1 Government
Relationships inthe State of Hawaii, report- prepared for the. State of
Hawaii by the Public Administration Service, 1962; Kosaki, Mildred D,
School Boards and Public Education, State of Hawaii Legislative Reference
Bureau,. Report No. 4, 1961; Kim, Millicent.Y. H., Hawaii -Constitutional

g Convention Studies,: Article IX Education (Public Education) Legislative -
Reference_Bureau 1968
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85.1% state, 4.3% local, and 10.6% federal.3/ - "By/1970-7l, the local share
had declined to 2.9%. As will be se/en,/’t/:he small amount of local revenues ]
is primarily attributable to d/e/ht/ol)ligations incurred prior to the insti-
tuti.on of full state funding'./

’. However, as recently as '1965-66, the state share of total state-local

/;"revenues was less than 70%, while the counties were contributing slightly

more than 30%.9/ At that time » state appropriations for education, made
from the general fund (comprised largely of personal and corporate incorve
taxes as well as sales 'and'. excise taxes), covered al‘l instructional costs
plus general administrative costs. The counties were responsible for
non-instructional costs as follows:™

1. Current Expenses

' Maintenance -~ school building and grounds ' ’ {
Operation of School Plants : ] 1

Janitor Salaries :
Other Personal Services : ,
Janitor Supplies v g o

" Pension and Retirement Contribution. S |
Workmen's Unemployment Compensation
- Transportation of Pupils

3/ Percentages derived from data given in National Education Association,
Estimates of School Statistics, 1969-70, Research Report 1969-R15. These
percentages are based on total revenues-and thus include revenues for
capital outlay as well as. current operations. In Hawaii, federal aid comes
‘principally from the impacted areas’ aid program, ' far outweighing revenues
from ESEA Title I. This'is in contrast to the other states studied where '
the Title. I’ program is the dom1nant federal program -

/National Education Association, Rankings of the States, 1966 Research ‘
Report. 1966-R1, p. 44. Eight other states, including Delaware.and North
Carolina, ranked ahead of Hawaii in the proportion of" state revenues: pro-'
vided for total non-federal education support (including capital outlay)
that’ year. . e ¥

, I Classifications according to State and Local ‘Goverdulent Relationships
in _the State of Hawaii, report prepared for fhe State of Hawaii by the
Public Administration Service s, 196... :

1285
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2,. Capital Out lay

'Buildings and Improvement
Land

- Furniture and Equipment :

3. Debt Service

Interest
Principal

These functions had been assigned to the counﬁieé u'ndezix:thev
Territorial Government, and the countiés retained this réspoﬂsibility
‘in the transition from Territory to Statehood.8/

Reliancé 6n.the counties to raise the revenues for these non-
instructional costs resulted in tretﬁendéus iné_qualities in facilities
and non-instructional services among the distficts as well as an unequal
share of the tax burden iaorne by residents 6f the various diétricts.
The "neighbe islands" were pérticu‘i\arly._affectéd because of their limited
financial fesources;‘since '-pr‘operty: va.lués éi:e éonsiderabiy lower in the
rural counties ﬁhaﬁ in the City-Codnt;}" ofﬂHonolulu..-g/ S_vince-'t'he rural
count:ies_cogld not appfc~priate 'sﬁffiéieht;_fﬁnds for _schoolb construcfion or

maintenance, thé-selc_:ounties woi;ld often abpropriate bnly”a portion of the

| 8/1his division of ,fiscalb_:eépohs_ibi_litiﬁ:l;etween state and couri't:iés‘ had
| been the practice since 1931. Op.cit.supra.. 3

: 2/While"a11 counties used the property tax to raise revenues for the

| county general fund, about half of their general fund revenues came from
state grants-in-aid-(sharing of the receipts of the state genieral excise
tax). Only in the case of ‘the City~County of Honolulu did.receipts from
the property tax substantially exceed the receipts from general excise

tax sharing. Today, however, the: state grants-in-aid program is relatively
small, the principal source of county revenue being the property tax.
Interview with Director of Hawaii State Department of Taxation,

. 1

\'“‘, "

LA Yoy O
i !‘")&" 8‘
VY

- .
e,
S
s
1t

e e — i ot e g

T AR S —

s Mo,

AL, T
A S




S - TE R ———————————..

220

funds needed, and then turn to the legislature for subsidies for construc-
tion. They still had to rely on their own resources for maintenance and
repair, however, and many of their schools became terribly rundown .10/
Honolulu, on the otner hand, with high property wealth, had much better
facilities and maintenance. But to obtain these benefits, Honolul}l ,_haci ‘to
impose higher tax rates since it could not turn to the legislatixfé for the

subéidies the other counties could obtain.ly

10/ Interviews with state legislators and school officials conducted during
1970 -and 1971 for this study. The Select Committee of the Hawaii House of
Representatives in the 1965 Legislative Session stated in a report advo- -
cating state assumption of the responsibility for expnndltures previously:
borne by the county governments- :

"Due to appreciable differences in the financial

position of the several counties, the school building

maintenance and repair needs-are well cared for on one

island, poorly cared for on another and only fairly

" cared for on the third, 1In still another county, al-

though funds are adequate, the county authorities have

not seen fit to allocate enough for school maintenance

purposes, Since inaflequate maintenance and repair is

Y wasteful of capital investments even to the extent of

: eventually necessitating replacement of existing
structures, it would seem preferable that the respon-
sibility for maintenance and repair also be vested in
the Board of Education."” -

11/This was in part due to legislative concern for the poverty of the
rural counties, but‘also because, until reapport:.onment the leglslature
was largely controlled by the rural counties,

S L G s TR A WY R M,
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In 1965, the Hawaii State legislature passed Act 97. This Act
provided for state assumption of all education functions formerly provided
by the county.lg/ The Act, not surprisingly, was strongly supported by

the rural counties. The arguments on behalf of the passage of this Act

were based on equality of edticational opport:'unit:y.;é/ Legislators and
others who supported the Act noted that education was a state function, as

stipulated in the State Constitution,.l_l’/ and hence should not be delegated

% 12/The Act also provided for state takeover of other county functions, \
i such as health, and the administration and operation of district courts,
i The Act provided for an exception as follows: 'The counties shall not

! be relieved of their obligation of paying the interest and principal on
bonds which have been issued for improvements." This accounts for the

; small percentage of local revenues still reported as being allocated for
] education; these funds are largely. from the City-County of Honolulu which
' had undertaken considerably more construction prior to 1965 and hence had
incurred more obligations than the other counties. Despite the fact that
the state is now entirely responsible for construction, Honolulu has
$50,000,000 iu locai bonds for school construction still outstanding.

'} 13/A report prepared for the State of Hawaii in 1962 recommended that
administration and financial support for school construction and main-
tenance be centralized in the state government. The report stated that
"thié,arrangement» offers the best means for providing equal educational
opportunity throughout the state. . Further, it will concentrate responsi-
bility in a single government, as opposed to the existing separation of
responsibility between the state and the counties. Under such a system,
the counties will be relieved of a significant. financial burden." The
report continues: '"The argument: for equalization of educational opportun-
ity through state fiscal support for operating expenses applies with equal
force in any consideration of responsibilities for the erection, operation,
and maintenance of the physical facilities." The report pointed out . that
| the Counties. of Maui, Hawaii, and Kauai did not have sufficient resources
f to adequately provide for these functions. . Similar views were expressed-

| in interviews with Hawaii state legislators and other state and district
officials, conducted during 1970 and 1971 for this study. - ' S

; "él"The State shall provide for the establishment - support and control of

y 4 statewide system of public schools:..including physical facilities
| therefor." Constitution of the State of Hawaii, Article IX, Section 1.

T g Y25 S DI | AP MRS e,
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to the counties when the result was substantial inequality among areas of
the state due to differences in wealth among the counties.lé/

Allocation of Resources. Hawaii distributes education funds primarily

on lthe basis of a personnel classroom unit formula similar to that in
effect in Delaware and‘North Carolina, the difference”being that in Hawaii,
localities cannot supplement state funds with local revenues,

The basic formula for the allocation of ’teachers. is based on enroll-
ment: |

Kindergarten to Grade 3: One teacher position for each class-
: ‘ .room unit of 26 pupils.

Grades 4 to 6: One teacher position for each class-
- room unit of 27 pupils.

Grades 7 to 12:  One teacher position for each class-
5 : room unit of 28 pupils. ' ‘

Classroom units are smaller in the case:of the physically and mentally
handicapped. It is of 1nterest to note that unlike all other states
which differentiate between costs for elementary grades and costs for
secondary grades,; Hawaii provides for a smaller class size in the early-

childhood grades, ‘z:hus allocating more money to those students than to-

secondary students .

15/Property tax relief was not the stated reason for state assumption of
the functions formerly provided by .the counties. Moreover, interviews

with officials in the finance departments of several of the counties indi-
‘cated that. pzoperty 1ax ‘rates did not decrease after Act 97 was implemented.
Instead, expendil ures for other local functions supported by the county
general fund (Whlch includes property tax revenues), such as recreation,
increased - _ :
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A committee of the district superintendents adjusts f;he formula to a
limited extent for program needs, such as programs manda_t:ed;by the state
legislature or federal programs. In the case of rural schoé:ls wit:h a
small enrollment, where there might not be enough stqdenf:s. at ai'__parfticular
grade level to meet the formula entitlement, adqutments in the form_gla are
made to ensure at least a "minimum" program. Hoﬁe_ireiﬁ, lthe principal} mode

of allocation is based on enrollment and not on any measure of need.l6/

16/The State Department of Education proposed a new resource allocation
procedure which would consist of a "foundation' program -- a basic program
provided for each school, with additional funds allocated on the basis of
various need factors. See Hawaii State Department of Education, Master
Plan for Public Education in Hawaii, Honolulu: 1969, Among the criteria
proposed were the following: h

1. Cc’nmiiunity Need -- as measured by per capita income,
per pupil assessed valuation, percent AFDC, ethnic mix,
language and cultural diversity. o

2. Teacher Quality -- as measured by high turnover, percent |
probationary, average teacher experience, composite rate
of professional development. :

3. Student Needs -- as measured by test scores, number of
merit scholars, drop-out rate, absenteeism, failure
rate, percent handicapped. )

This proposal 'has not been implemented, but planning and the collection of
data for the development of such an allocation process are now underway
in ‘the State Department of Education. .

¥




Non-teaehing positions ar'e also alleeated by formula. For example,
the formula for custcdial posi:?tfions is b‘a\s-.ed on enrolimeht, as is the
.:‘_j,_f.ormula for secretarial positiehs, ﬁhile the fomule,for.cafeteria workers
is based on the number of lunches -served.

Funds for textbooks, equipment, and supplies are also ellocated_to
districts on the basis of enrollment. " In 1970, the formula vgr‘es’$2u5 per
pupil for the elementary grades, $28 per pupil for the intermediate
grades, and $33 per pupil at the high school level. |

‘Thus, bj a1,rd large, an»e‘f_fort is madetb.distrib\ite state educatidn
funds on an eq;‘;ial resource basis per child -:"for instruetidnaln_ clos_t_s,-l—“?-/
with the only :?lifferentiation being mede»‘for.férede level rather'.thah‘ any
other measure of need. This is true for scrne non-instructional costs as
well, Howev'er;%‘,' items sﬁch es transportati.on ;wc-n‘ild not be'prov{:i;ded on an
- equal basis pe:r pup11 ’The federal government: is."looked to as the source

of additlonal funds for the educatlonally disadvantaged

III. DIoPARITY ANALYSIS '

Where data were available for 1968 69, and amenable to. ana1y31s in the
same format: as data from other states in this study (see Chapter II),
similar analysis was uhdertaken_ for the State of ‘Hawaii. 'J'his section |

vdiscusses the results of that' analysis.

17/The method of resource allocation does not result in equal dollars per
 child, since the amount of funds allocated per teacher position depends -
upon. the educatiocn and experience 1eve1 of the partlcular teacher who
fills that pos ion. ’ : : :
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A. Expenditure Differentials

In examining currént operating expenditures for the State of Hawaii,
it is found that differences among the districts in total per pupil spending
do occur. The range in_disparities, however, is considerably lower than

in the other states in this study. Moreover, the distributional pattern

in this state is the reverse of that found in other states: in Hawaii,

T ey

the urban school districts have lower per pupil expenditures than the rural
school districts.
In a further reversal of the typical paiterna the principal factor

contributing to these disparities is the difference in non-instructional

coéts among the school distpicts, although instructional costs do’have é
slighf impact on:the disparities. Table IV-1 provides a_mofe complete
piCthe of the distribution by district of expenditures for various fuhc-
tion. | |

1. gTotal Current Operating Expenditures

Total per pupil cﬁ}rent operating ekpenditures in Hawaii éVeraged

; $601. statewide in 1968;69. In the urbanj&istricts,lg/ the amount is $588,

Ty

‘:l)

18/The four districts in the City-County of Honojulu -- Honolulu, Central,
Leeward, and Windward -- have been designited as "urban" school districts
for purposes of comparison with the predomninantly rural districts of Maui,
Kauai, and Hawaii located on the outer islands.. . But at.- least some districts
in the City-County of Honolulu have characteristics which make them more
difficult to categorize thah districts inithe other eight states in this
study.. For'example,;Leewa#d includes the wealthy suburbs of Waipahu and
Pearl City as well as the very rural area élong the Waianae Coast. The
Windward ' School District includes both Kailua, a community with a median o -
family income offapppoximately,$8,000_in%1966 and a population of over o
| 50,000, and Waimanalo, a‘low income area (formerly a sugar plantation) with
| a population between 5,000 and 6,000. However, each of the four. school .
B districts includes a jurisdiction with 10,000 or more population --
} corresponding to the study definition of smaller cities, °
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TABLE IV -1

HAWAII - EXPENDITURES BY FUNCTION

Balance
of State: Percent Urban
All Urban (Rural - Districts of

Statewide

Average

Honolulu Districts Districts Rural Districts

Instructional . _ O

Principals & . - ; : ‘ o
Supervisors $ 24 $ 23 $ 32 71.9%

Teachers 317 346 371 3.3

Other Instruc- ‘ , ,
tiorial Persommel - 26 . 25 28 . ’ 89.3

Other Instruc- E

tional Expenditure

- Supplies, Text- - . o S

books 40 46 .__50._ - 92.0

Tota1~Instruc- . -
tional Expenditure 467 440 - 481 - -~ 91,5

~.

‘iNon-Instructional

Administration 13 10 27 ~ 37.0

“Iransportation 7 7 2% - 29.2

Plant 0p§§étioh 29 2 - 35 | 74.3
z;.Plant Ma£htenéﬁce"- 42 43v€Qb,:‘ * 52 82,7
Lb*her Non-Instruc- . B o L ';;. I :”:,
tional v - e T 62 - 83 R [ Y |
Other Wbrkers 3.5».54 .48 w68 B 70,6

Attendanceﬁ&"-

"~ Health Serﬁiceé. EERENS VA L 93;3

Total Non-Lnstruc.' ol a"F‘gf5€ﬁ:5J‘r¢',lf*:y
tional ¥ ‘ ' "' o

67.0

COE* 83.8%

*Excludes fixed costs.

$ 25

350

26

47

448

W
1
28
45

14

'163 T
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significantly lower than expenditures of $702 per pupil in the three
prédqminqntly rural distriegs. However, when the Honolulu
Schoél District is viewed apart from the other three "urban" school
districts, its $629 per pupil expenditures are considerably higher than
the urban average .-1-2/

The range in expenditures among the three rural districts ig rela-
tively small, from $650 per pupil in Kauai to $725 per pupil in Hawaii,

The average per pupil expenditures of $611 (excluding fixed costs) ‘
in Hawaii are lower than those of any other state in this study except for
North Carolina, which spends $532 per pupil (when teacher benefits paid
by the state are excluded).

2. Instructional Expenditures

Total instructional expenditures for the state are $448 per pupil,
considerably below the dollar amounts spent by other states included in
this study, again with the exception of North Carolina, But considered as
a percent of all current costs of education, instructional expenditures in
Hawaii account for 73.3 percent of the total operating budget, somewhat
abcve the average of other states in the sample.

Expenditures for instruction do not vary sharply between the urban
districts and the outer islands. The lowest teacher expenditures, $313

per pupil, are in the Leeward District, while Honolulu ($377) and the

rural district of Hawaii ($379) spend the most on teachers. Total

19/The coefficient of variation is a relatively low .12,

11244
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instructional expenditures are highest in the rural district of Hawaii
($725).
Teachers account for 59.9 percent of all expenditures in Honolulu
and 56.8 percent in all four urban districts, but only 52.8 percent in

rural areas since total expenditures are higher in rural districts.

3. Non-Instructional Expenditures

Total non-instructional expenditures average $163 per pupil, which
1s practically identical to the average per pupil expenditures for non-
instructional items in the other states analyzed. However, there are
considerable intra-state differences: Leeward (one of the urban districts)
spends only $135 per pupil for non-instructional items, while Hawaii (rural)
spends $235. The major expenditure items are transportation, which range
from $7 in Honolulu (urban) to $33 in Maui (rural); adminisgtration, /
ranging from $8 in the Central district (urban) to $32 in Kauai (rural)gg
and plant operation, which costs $23 per pupil in Leeward but $58 in
Hiﬁaii. The substantially higher non-instructional expenditures for every
function in the outlying districts are the primary factor in the $114
difference between urban and rural districts.

Fixed costs average $76 per pupil statewide (including public

library employees), but data for this item cannot be allocated among the

districts.

20/ Administrative costs are substantially higher in rural areas due partly
to disecconomies of scale and the state salary schedule, Although one
school district may have close to 40,000 students and another only 7,000,
their superintendents each get the same salary under a centralized systen,
This is not true on the Mainland where rvral superiatendents are likely

to be paid considerably below what their counterparts in the cities of

the same state are paid. .

245
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B. Teacher Characferistics

Average years of experience for teachers as shown in Table IV-2, in
the State of Hawaii, is about 7.3 years, There is a sharp difference in
years of experience between Honolulu, 10.4 years, which is t;ypical of
central cities in the other states studied, and the balance of the state,
where average experience is under 8 years, below the average of other
states in this study. Leeward has the lowest average teacher experience

== 4.7 years, This is the major cause for the $60 differénce in teacher

; expenditures between these two districts. Next to Honolulu, the island

f of Hawaii has the highest proportion of teachers with experience, 8.2

¢ .y
P years - --

With tl}e exception of Honolulu, where 24.1 percent of the teachers

have advanced degrees, the percentage of teachers holding such degrees is

low. In Leeward, with the lowest number of experienced teachers, only

2,8 percent of the teachers have advanced degrees. There is a high corre-

lation in this state between years of experience and advanced degrees.

Hawaii's 1968-69 salary schedule provided $4,834 for a B.A, with no

| experience while the maximum saléry for a B.A. was $8,684, Teachers with

advanced degrees start at $5,877 and may attain a maximum salary of

$10,556. The starting salaries for a B.A, degree are lower in Hawaii than

in any other state in this study. North Carolina, the next lowest » has an
\

average starting salary for a B,A, of $5,518. This figure inciudes the

21/ The rural districts have always had a high teacher turnover rate as
have the more rural parts of urban districts such as Leeward. Most
teachers serve their probationary two years in the rural areas, and then
attempt to transfer out to the cities. However, according to many school
officials and legislators who were interviewed for this study, the problem
would be much more acute if it weren't..for equalization of teacher salaries
through the statewide salary schedule’,.: . 2 46
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TABLE IV - 2

HAWAII -- STUDENT AND TEACHER CHARACTERISTICS

STUDENT
CHARACTERISTICS

Average ADA
Title I Participants
Reading Test Scores

TEACHER
CHARACTERISTICS

% Teacher with
‘Advanced Degrees

Average Years Exper-
ience of Teachers'

Average Teacher
Salary

Pupil-Teacher Ratios

*Approximate.

Honolulu

47,641
4,199
58.0

24.1

10.4

$8,138
"21.6

Urban
Areas Per
District

31,696
2,132
.1

12.4
7.2

$7,721
22.4

247

Balance of

State Statewide
Per District _Average

11,072 22,856
5,810 2,896
55.7 55.3%
11.1 12.1
707 7’3
$7,721 $7,721
2008 22’0
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which does not differ sharply from that of other states.
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local supplements to the state schedule.

Average teacher salaries in Hawaii during 1968-1969 were about
$7,721, lower than in any ot‘nerstates' studied with the exception of
Hawaii's

| North Carolina, where the average for 1968-69 is §7,115.

salaries for 1968-1969 appear especially low because the cost of living

is much higher in Hawaii than in the other states in this study.g/ The

. highest average salaries, $8,138, are in Honolulu, due to the high
= average experience levels of teachers in that district compared to other
districts. The lowest average teacher salaries are in Leeward -- $7,091,

¢ reflecting the lower experience levels and low percentage of advanced

degrees in that district. Average salaries for the urban areas are approxi-

£ mately the same as in the rural areas, however.

The average pupil-teacher ratio in the State of Hawaii is 22.0,

There is 1little

F variation in pupil-teacher ratios among the seven districts. However,

¥ the direction of this variation is a reversal from most states: urban

f areas have higher ratios (more pupils for each teacher) than rural areas.
: Three urban districts have the following ratios: Central, 24.0 to one;
Leeward, 22.6 to one; and Honolulu, 21.6 to one. The outer rural islands

with the lowest ratios are Maui, 21 pupils per teacher and Hawaii, 20.3 _

pupils per teacher. This appears to indicate a deliberate attempt to’
provide the rural districts with more teachers since total expenditures

for teachers are also higher in these districts,

| 22/ However, salaries were increased substantially in 1969-70, with. the
average salary increase being over 20 percent,
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C. Student Characteristics

Hawaii does not participate in the racial/ethnic survey undertaken
by the Department of Health, Education and Welfare, so that there are
no available data on racial/ethnic pupil distribution. A study undertaken
by the Hawaii Staté Board of Educationé/ indicates that the total popula-
tion in the thfee rural school distxicts is comprised largely of Japahesé,
Filipino, part-Hawaiian racial groups with only 16 pexcent of the popula-
tion of those districts being Caucasian. In contrast, the Cit&-County of
Honolulu (comprised of the four urban districts) has a Caucasian popula-
tion of 26 percent,

Students who are recipient.s of federal ESEA Title I funds are con-
centrated in the Honolulu district, where they comprise 8.8 percent of
total ADA. The second highest Title I student concentration is on the

island of Hawaii, where these students comprise 7.5 percent of the total,

j In the Windward district, 5.9 percent of the students are recipients of

Title I aid.

District reading achievement scores are the highest in Honolulu and

the lowest in the Leewaxrd district (both urban districts ~- although

Leeward includes' within its borders a large rural area with a disadvantaged
population). However, there is essentially no difference in reading scores
between urban and rural districts, and little variation among all districts,

There is a positive correlation between instructional expenditures and

reading scores,.-z-[i/ but this relationship is heavily influenced by the

23/ Hawvaii State Board of Education, The Tasks of Public Education in the
State of Hawaii: the Perceptions of the People, 1970,

 w.ea |, +249
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large enro.l.in;ent in the Fonolulu school district, which has both high
expenditures and high test scores,

Non-public school enrollment in Hawaii is above the national average,
;comprising 19.3 percent of the total pupil population. This non-public
. school enrollmert is concentrated in Honolulu, where it constitutes
43.7 percent of all enrollment in that district. Of all non- public school
students in the State of Hawaii, 68.6 percent are in Honolulu. In the
other urban districts, non-public school enrollment ranges from 8.2 percent
in the Central district to 11 percent in Windward. Non-public school
enrollment in all four urban districts is 21.5 percent of the total enroll-
ment. In the rural areas, non-public school enrollment ranges from
7.8 percent in Hawaii to 15.7 percent in Maui. Student characteristics

are given in Table IV-2,

D. Per Capita and Per Pupil Income
Per capita and per pupil income are calculated for the County of
Honolulu (the data do not permit a breakdown of its four urban districts)

and for each of the three rural districts. The following table compares

the figures for these two measures by county:

Per Pupil Inéome

County Per Capitaﬁcome

Honolulu $2,669 $10,482
Hawaii 2,147 8,154
Maui . 2,183 9,967
Kauai 1,877 8,154
STATE AVERAGE 2,596 10,150

5950 a
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The State of Hawaii's average per capita income of $2,596 1is about
the same as in the states of Washington and Michigan, and considerably
above that of New Hampshire and North Carolina.—z—s-/ Despite relatively
high per capita income, however, and the highest cost of living of any

area in the nation,z.q/ teacher salaries are among the lowest. The cost of

living in Hawaii is higher than in states with comparable per capita income,
implying a slightly lower standard of living than in states such as Cali-
fornia. Per capita income follows the same pattern as per pupil income,
with the County of Hé;holulu having the highest income and rural areas the
lowest income regardless of which fiscal measure is used. This urban-
rural relationship parallels other states examined in this study.

E. State Taxes for Educatio.n

As noted previously, Hawaii is the only state in the nation which
depends exclusively onv state and federal funds t.o support elementary and
secondary education. The total burden on taxpayers for education is thus
determined by the state tax structure. The state's general fund is
derived primarily from three sources of revenue -- a progressivelpersonal

income tax, a corporate tax, and broad-based sales and exise taxes -~

which include utilities, tobacco, and alcohol.
Approximately 45.1 percent of the state's general fund revenues are
allocated for elementary and secondary education -- the highest percentage

of any state studied,

25/ Hawaii ranks 12th highest among the states in per capita income,
according to the Department of Commerce.

26/The annual budget for a family of four for Honolulu in 1967 is estimated
at $10,902, compared to an urban national average of $9,076. This is the !

highest of any large city in the naticn: 251
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The burden of the oﬁerall state ta;c structure is essentially propor-
tional. In urban areas, low income households earning between $2,000
and $2,999 pay 3.7 percent of their income for education. Moderate income
households ($7,500 to $7,999) pay about 3.5 percent and the $15,000 and

~—-r—ekewe hounchold income group pays 3.9 percent.

In rural areas, low income households pay about the same proportion
of their incomes for education as their counterparts in urban areas --
3.7 percent. Moderate income households pay about 3.4 percent and the

highest income group pays the largest percentage,

In comparison to other states, Hawaii has the highest average state
taxes for education, 3.9 percent, compared to 2.5 percent in the State of
Washington. It does not, however, have the highes* total taxes. The two

states with the highest total tax burden for education are New York, at

ﬂj 5.4 percent, and North Carolina, the state with the lowest per capita
]

income in the study, at 4.4 percent,

‘ IV. LOCAL AUTONOMY IN A CENTRALIZED SYSTEM

Arguments against full state funding have focused on the loss of
local control that presumably would result from moving to such a system
for financing education. Local control is said to be important :£n that:
it permits the adaptation of edvcation programs to meet the changing needs

of 4 particular community and allows and encourages experimentation and

innovation in education.g-z-/ In an effort to determine the effect of a

21/ Chapter V discusses a 1967 study which indicates that the rate of
adoption of innovative educational practices is quite high in the state

of Hawaii vhen compared with other states.
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fiscally centfalized education system on the flexibility of‘district sup-
erintendents or of individual principals, an extensive serie§~of interviews
of state legislators, state education department officials, district“
superintendents and their staffs, principals, teachers, officials of
teachers' organizations, PTA representatives, and private individuals was
undertaken in Hawaii.

Based on these interviews, the general conclusion is that district
superintendents or school prinéipals appear able to exercise some measure
of autonomy. While the state maintains fiscal centrality, it appears to
decentralige some authority in non-fiscal mattéré, and the trend seems to
be toward an increase of this kind of decentralization. However, the
state legislature takes an active role in education and has enacted several
special educational programs for implementation throughout the school
system.

The specific aspects of local autonomy looked at in this study are
staffing -- the hiring and placement of teachers; budget; curriculum; and
finally, the role of the legislature.

A. Staffing

As noted in previous sections, teacher positions are alloéated to
districts by a formula based largely on enrollment, not unlike the system
in existence in Delaware and North Caroiina.gg/ There is some flexibility

on the part of the district superintendent, however, in terms of how he

28/1n Hawaii, the legislature sets a ceiling on the number of teacher
positions, but leaves decisions as to the allocation formula to the
State Department of Education. In contrast, in Delaware, the allocation
formula is legislatively enacted.

953
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allocates these positions among the schools within his district. More-
over, individual principals have some choice as to how to utilize the posi-
tions allocated to them. For example, a principal could decide to hire
three part-time teachefs of native languages instead of one.full-time
teacher. 1In fact, except in the case of positions to carry out specific
programs mandated by the legislature, such as those for special education
and vocational-technical training, the districts and schools can fill the
slots assigned to them with whatever kinds of teachers they choose.

This degree of autonomy exists even though the hiring and placement
of teachers is a state level responsibility. District offices and indivi-
dual principals are taking an increasingly active role in the process and
exercise their prerogatives in various ways. In some cases, members of
the district staff go to the Mainland to recruit teachers. Principals
can select teachers from a district or a state pool based upon interviews,
or they can provide a list of desired qualifications and get district help
in seeking candidates with these gpecifications.

B. Budget

The state education budget is worked out to meet program needs, but
the funds are then allotted on the basis of enrollment. Funds for teacher
positions are allocated by the state to the districts on a classroom unit
basis. Funds for instructional supplies, equipment and texts are allocated
to districts and to schools primarily on a per pupil basis.

The budget process begins at the local level. The individual schools
submit their budgets by program areas to the district office. The district
superintendents prepare their budgets on the basis of the principals” sub-
migssions. These, in turn,are consolidated into the State Departrnient of

11254
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Education budget, which is then incorporated into the governor's budget, -

and sent to the 1egislature.

Once funds are appropriated, the system works in reverse. The
governor allocates funds to the state departments(including edpcation);
these are suballocated to the district; and. the district superintendent
allocates a lump sum to each principal, based on the principal's defined

program approaches plus hie previous year's expenditures.

Vhen the principal receives his school's allocation, he can treat the

total amount as a lump sum budget, and shift funds among various items as

he sees fit, For instance, in the case of funds allotted for new texts,
the principal might decide to forego their purchase for a year and put all
of the funds designated for texts into audio-visual equipment, The prin-

cipal also has the freedom to determine, within the limits of the total

PSSO R -
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amouat provided him, how much should be allocated to English, to industrial

arts, and so forth,

The State Department of Education is trying to encourage districts
to move away from allocating funds to schools on a pupil or classroom
unit basis, and to base allocations on programs instead. But the sfate;

as pointed out, gives each district a lump sum allocation, and it iz up

to the separage districts to decide how to allocate the funds to the

individual schools.
District superintendents have discretion to hold in reserve a certain

f percentage of their total allotment and need not allocate all of their

funds to the individual schools. Most districts keep about 5 percent of
the total allotment aside for contingency purposes. Some districts reserve

as much as 10 percent of their total allotment, others as low as one per-
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cent. (Teacher positions gimilarly can be held in reserve and need not
all be allocated at the school level.)

C. Curriculum

Individual schools can deviate from the general course of study set
out by the State Department of Education, and apparently they have.
According to one legislator, a survey of the state in 1968 revealed
that there were 300 pilot or innovative programs underway in the state's
216 schools,

The State Department of Education issuss a textbook 1ist from which
texts are to be selected. No single textbook is requisr-d for a course,
but a range of alternatives is provided -- generally six or eight recom-
mendations for each course area.-z-?-/ It is possible to apply for a book
not on the list, however.

State guidelines for courses of study apparently are fairly general.
There are only a few state-mandaced programs. A substantial number of
principals intexrviewed indicated that there was no problem in initiating
programs o1 in adapting programs to the needs of their comxmity and school,
The Department does require principals to Justify why they want to use
textbooks not on the recommended 1ist or courses of stwdy not within the

. prescribed course guidelines, but the principals do not feel that these

are vterous requirements.

ity

: 29 This is not utifque to Hawaii or necessarily a function of its fis-

' cally centralized system. Chapter V examines this aspect of control in

: ten. states, finding that Californiz, Ransas, Delaware, and North Carolina
. all exercise some state level contrel over local district textbook

" selection.

"
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D. Role of the Legislature

There is close involvement of the legislature in education affairs
in Hawaii. This is partly due to the fact that Hawaii is a sparsely
populated state, so that its legislators tend to have close personal and
political relationships with the people and their local problems; and it
is partly due to the fact that this state legislature has always had an
intense intcrest in education. A number of those interviewed did feel
that the legfislature was too involved in the education system, noting
that educational programs often criginated in the legislature rather than
being developed by the Department of Education, One estimate, by a member
of the Hawaif{ Senate Education Coumittee, was that 85 percent of the new
educational programs were initiated in the legislature as opposed to the
Department of Education. At the sane time, many new programs were initiated
neither at the level of the Stute Department nor the legislature, but at
the district or, the more usual case, at the school level.

Curriculum requirements are not mandated by the legislature as in
California and New York. The legislature has, however, become intensely
involved in three or four particular programs. One is the Three-on-Two
Ptogram,g-ql which sets up an "arrangement of three teachers fot two class-

rooms" for grades K to 3, to provide the opportunity for team teaching and

30/0thers include the Hawaii English Project to revise the teaching of
English in the early grades, and the Comprehensive School Alienation
Program for potential dropouts.
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individualized instruction in an ungraded structure.3l/ Teacher positions
for this program are allocated on top of the regular allocation formula to

each district. There is no district or local flexibility with these posi-

e et e e

tions as there {s with the regular teacher positions,
The legislature's lump sum appropriation for the State Department of
Education, described in connection with the budget, was initfated in 1966.

Because the legislature places sufficient restraints and specifies the

. education program in some detail » however, {t is a lump sum budget in name

- only. Yet, it does provide the State Departwent of Education with more

- flexibility than a 1fne ftem budget would.

E. Advantapes and Disadvantages of the System

The advantages and disadvantages of Hawaii's fiscally centralized

systemi, as seen by its participants, are as follows:

1. Advantages

a. Commmities which grow rapidly are not penalized for their
additional building needs as ccmpared with more stable commmities.
b. New approaches such as an ungraded school or a new course of

study can be initiated at the district or at the school level,
€. Rural superintendents and principals have access to new pro-

 grams, curriculum specialists, research staff, in~-aervice training and

8 other aids on an equal basis with urban educators,

d. Fedetal resources can be concentrated at the state level on a

few priority projects rather than being dissipated into tmany small projects

r‘ that make only minor improvements, if any. There is thus a chance to de-

e S

- 1 velop a much more coherent spending approach and to insutre that the project

7t 31/ 1968 Hawaii State legislature, Conference Report No. 3.
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is of sufficient sfze, scope, and quality as to promise some results.

e. Poor, rural areas are not disadvantaged in terms of teachers,

equipment, and facilities.

f. Local and district educators can focus more attention on

educetion program rather than having to worry about bond fssues and tax

levy elections.

2. Disadvantages

a. Initiatives for new and innovative programs have to come
primarily from the individual school level where there is inadequate
staffing or time to develop improved approaches.

b. There are rigidities in new programs im ‘emented by the state.

c. There are some complaints of difficulties in commmication

between line people and staff people.

d. An over-dependency by school staff and district staff on the
State Department of Education tends to reduce the development of their
own capabilities for shaping local school programs to the needs of their

particular comunities,

e. The strong role played by the legislature has resulted in

a somewhat weak and politically oriented State Board and Departwment of

Education,

In sum, the general feeling conveyed among almost all who were
interviewed is that there is enough fiexibility under the centralized
system to insure that programs may be adapted to the needs of s particular
community. The State Department of Education and the legislature set a
broad framework for educational policy, and the seven district superin-
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tendents, each with his separate staff, have the authority and freedonr to
experirent and innovate within that broad framework. Whether these powers
are exercised frequently or effectively:is another question teyond the
scope of this analysis of the framework.

It is difficult to draw conclusions about the applicability of the

Hawaii system to other states. A brief study of Hawaii does not permit

- one to judge the potential impact of full state funding on, for instance,
' the State of California. An examination of the system as it operates in

" Hawaii reveals the fmportance of the historic setting -~ a tradition of

centralization in all aspects of government with local gcvernment generally
not as significant a factor as in most other states. Also, because of
Hawaii's small and largely rural population, it cannot be compared to
states such as New York, Michigan or California. Hawaii's unique ethnic
background and the intense interest in education further take {t difficult
to find parallels on the Mainland; these factors, leading to uniquely
close political relationships, makes the State Department of Education
more like a city school administration. Thus, the analogy in some respects
is clcser to a single large school district with decentralized regions
than to a state with separate school districts. Many of the problems
mentioned -«- diffifculty in commmications with headquarters, and the delays
in having to go through more than one ageticy -~ are problems typically
referred to in studies of big city school di;stricts in many states.

1f positive assertions about the applicability of Yawaii's system
must be cautious and tentative, at least one may say that Hawaii's exper-

ience does not seem to support the fears and arguments that have long been

cited in opposition to full state funding. What may be some limitations
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outweighed, at least in the view of

rarities in per pupil spending' among

surces being nearly equal or distri- CHAPTER V

red -- 1.e., the low income, rural
LOCAL AUTONOMY

I. INTRODUCTIOR

A compon assumption in studfes of education finance is that increased

-, g e A

state funding inevitably involves increased state control over local edu-

cation.y This belief has often been expressed by academics, educators,

el e e P P OO SeL Prr S o
ot ek T b P i
LY & J

legislators, and lay citizens in discussions concerning possible changes

* in present school finance systems. it is frequently used as a major argu-

B

b
5.
e
a'.
i
&
i
8

ment to oppose greater state financial contributions to local school dis-

tricts. This has been a potent debating point because local control over
educational curriculum, personnel, budget, and a variety of school-related

{gsues is widely regarded by Americans as an essential factor in maintain-

ing excellence in education.

The proponents of local control assert that it stimulates and sus- H
3 /
tains the interest of the parents and the local cosmunity in the education

of their children. Further, it permits and encourages the adaptation of ; 5

1/For the past two decades, writers in the area of education finance have
generally assumed that an {ncrease in the proportion of state aid for edu-
cation relative to local aid would bring about an increase in the degree
of state control over education. See e.g., Burkhead, Public School
Finahce: Economics and Politics, Syracuse, 19643 Roerner, Who Controls
American Education? Boston, 1968. Burke, ¥inancing Public Schools in the
United States, New York, 1951 and Holmstedt, "Fiscal Controls," in Pro-~
blems and Issues in Public School Finance, Johns and Morphet, eds., New
York, 1952, seem to indicate that, in theory, increasing levels of state
funding need not necessarily mean an increase in state control. They felt,
however, that in practice, high levels of state funding did correspond with

a high degree of state control. :
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educational programs to meet the changing needs of a particular community.
Local control is also thought to be a necessary condition for experimenta-
tion and innovation in education. Increased state financial contributions
to financially desperate local districts are supposed to signal the end of
local control and the establishment of uniform, state-side regulations
concerning education. 1t is important, therefore, to examine the validity
of the axifom in American education. This was done by undertaking a brief
review of eleven dimensions of possible state control over local education
decisions in ten states.ﬂ The following dimensions (grouped into five
major types) were examfned:
Type I. Curricular requirements
1. Textbook Controls
Z. Course Requirements
Type 1I1. Budgetary and taxing restrictions
3. Budget Controls
4. Tax Limitations
5. Bonded Indebtedness
Type I1I. State regulation of federal programs
6. Title I Regulatious
Type IV. Regulations affecting personnel

7. Salary Regulations

E/Except for this study, little empirical work has been done to demonstrate
the existence of any relationship between Jevel of state funding and the
degree of state control over local school districts. One of the few such
studies,. based on 1950 data,- examine¢ eleven mid-western states and found
no consistent pattera between the amount of support provided by the state

and the degree of state-imposed contrcls. This work is limited, however, tot

only because data on which it is based is now more than twenty years old,
but also because the researchers looked only at the number of controls rather
than at their relative degree of restriction. John G, Foylkss and George E,

Watson, School Finance and Local Planning, Chicago, 1957~ (3 "! .

Pora-)
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8. Teacher Certification
9. Teacher Tenure
10, Collect!+e Bargaining

Type V. Jurisdictional boundaries

11. District Formation, Annexation, and Consolidation
State laws and regulatfons concerning each of the dimensions were

compared and scaled according to the degree of restrictfon (strong, mod-

= erate, or weak) they placed on local districts. Each dimension was

weighted equally in the final computation of a state-wide "restriction

The following ten states were included in the analysis because

they represent different levels of state funding: California, Colorado,

Delaware, Ransas, Michigan, New Hampshire, New York, North Carolina, South
- Dakota, and Washington, They were divided into high, moderate, and low

categories, according to their percentage of state funding relative to

curriculum, teachers, or financial arrangements, it was decided that
giving more weight to one type of restriction over another would not
accurately reflect the value various districts might place on relief

from such controls. Instead, the weighting would represent the subjective
judgments of the researchers. Moreover, when individual restrictions
were weighted differentially, no significant differences in relative
degree of restriction were found. The states remained in essentially

the same rank order in terms of resirictions placed upon local district

decision-making.
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4/
total state~local expenditures for educatfon in the state,

e e g TS UM S WA A O

The preliminary nature of this study did not permit evaluation of the

actual implementation of the legislative and regulatory controls over local

educatfon decisions in the ten states. Nevertheless, several significant

findings based on a review of the legfslation and regulations in these

states, emerge from the analysis:

1. State statutes and regulations sharply 1limit the
degree of local board autonomy -- although this
varies widely oetween states and within the eleven
dimensions surveyed -~ in the majority of states
examined, 5/

o e - o gt s < e s

4/ STATE AID AS FROPORTION OF TOTAL
STAYRS STATE~L)CAL FUNDING

High State Aid 1969-~70

| North Carolina 79.5%
Delaware 76.4
Washington 62.5

Moderate State Aid

New York 47.1
Michigan 46.9
California 36.9

Low State Aid

Kansas 28.1
Colorado 27.1
South Dakota 15.3
New Hampshire 8.9

Source: State share of non-federal education revenues derived from data

in Ratiohal Education Association, Research Division, Estimates of School
Statistics, 1970,

5/ The authors of this report wish to emphasize the pteliminary nature of
this finding, which is based solely on the enactment of statutes and the
formal adoption of regulations and not cn their enforcement.
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: 2. There is 1little direct relationship between the
- percentage of state aid provided and the degree

of state restrictions on the operation of local
school boards,

These findings chalienge thc belief that increased state funding

; inevitabl brings increased state controls. While state restrictions in

. some dimensions, such as budget controls, may increase as the state per-
centage of funding for local education increaces, there is no uniform pat-

| tern which can be identified across the dimensions studied. Section IT o

this chapter presents an analysis of each dimension, providing examples of

. the range of varieties of restrictions within the ten-state sample.

In additfon to this anulysis of the laws and regulations affecting

? local autonomy, an attempt was made to discover possible relationships be-
é
4

tween innovation and percentage of state funding of education. This was
done by examining data concerning the incidence of locally-adopted innova-
tions in 7,237 high schools in 50 states. The resulting analysis, presented
in Section III, suggests some alternative hypotheses to explain the degree
of state restriction in states with varying percentages of state funding.
These nypotheses are summarized in Section 1V.

IT1. ANALYSIS OF STATE EDUCATION LAWS AND
REGULATIONS IMPACTING ON LOCAL DISTRICTS

This section briefly examines each of the eleven aspects of state

restrictions on the autonomy of local school boards selected for study.
Sources of the state laws and regulations utilizzd s this study are
lylisted at the end of this chapter,
. Type 1. Curricular Requitements
1. Textbook Controls
Each of the ten states studied delegates power to a statewide

13
dibody, usually a state bord of education, to outline a course of study for
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the schools in the state, As p
established requirements for st
used in classrooms. Delaware, |
exercise direct control over th
Although there are variations a
between the percentage share of
laws or regulations limitfng th
their selection of textbool:s co:
restrictive states in terms of |
level are North Carolina, a higl
aid state.

2, Course Requirems

Another controversis:
specification of required course
ten states have some mandatory «
history, health and, more recent
quirements are in addition to ti
matics, and science which are fc
edt;cation. It is important to r
requirements exist without any c
of state funding of local educat

of curriculum are the most exter

6/ For example, the New York Leg
way safety, fire prevention, hum
cotics abuse, patriotism and cit
constitutions -~ be taught to al
clude courses in mathematics, re
history, history of New York Sta
and science. In accordance with
missioner, under legislative aut
have a minimm of four units of
cliding one year of Americap His
given in the ninth grade, and a
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part of this broad p.-rer, some states have X

tate selection or screening of textbooks

North Carolina, California, and Kansas all

he choice of textbooks by local districts.

S S s

across states, no consistent relationship

i

f state funds for education and the existing

he flexibility of local school districts in

ould be discerned, For example, the two most
textbook requirements imposed at the state

gph state aid state, and Kansas, a low state
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nents

ial area of possible gtate control involves

ses or the teaching of certain subjects. All
courses, usually those on state and American
1tly,» on alcohol and narcotics. These re-
he usual requirements of English, mathe~

found at all levels of primary and secondary

note, however, that these general course
observable relationship to the percentage

ition, New York's requirements in the area
6/
nsive of any of the states studied;

giglature requires that the subjects of high-
mane treatmeat of animals, alcoholism and nar-
tizenship «~ including the state and federal
111 students, The first eight grades must in-
eading, spelling, English, geography, U.S.
ate, civics, hygiene, physical education,
h regulations promulgated by the State Com~
lthorize;tion, the high school curriculum must

* English, three units of social studies (in~
stnﬁr\ one unit of science which must be
| PEKC“"' each of health and physical education.
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i the number of mandatory courses specified by the legislature is also quite
r : )
{ ' high in California. (California is the only state of those studied that

¢ .
l requires the establishment of a kindergarten program in every district with
i S

an elementary school or schools.) Yet both of these states provide a

' moderate level of state aid. Washington and Delaware, on the other hand,
] N

lboth high state aid states, have relatively few mandatory courses.
/

|
é Type II. Budgetary and Taxing Restrictions

3. Budget Controls

As might be éxpected, since "the issue becomes that of

FATiTITIY

; concern over how local units spend state money, there is a more direct
relationship between the level of state aid and budget controls than was

51

;
B . .
g found in most of the other aspects examined. Nevertheless,

1 this relationship is not totally consistent. Both Kansas and California,

ST

_ é;low and moderate aid states respectively, exercise a relatively high de-

pars

R

'gree of state control over budgetary procedures.

State-imposed requirements in this area are far more diverse than in

matters of curriculum. Among the fa ctors examined were specification of
the permissible ratio between the amounts. in each of the major line items
in the school district budget, total expenditure limitations, and budget-

ary controls retained by higher levels of govermment -- such as counties,

which are arms of the state. Delaware, North Carolina (both high state
aid states), California (a moderage state aid state), and Colorado and

Kansas (low state aid states) appear to be the most restrictive in terms

|
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of local budgetary discretion.l/ New Hampshire and South Dakota are the
least restrictive in this area.
An interesting aspect of state-imposed budget controls is the vary-

ing treatment by some states of school districts of different size. Wash-

<

ington places more restrictions on small school districts (under 10,000

SR Sy

population) than it does on larger ones, while New York imposes more ‘re- 5
strictions on New York City than on any other school district in the state,
the reverse of the Washington pattern., In the State of Washington,mfor
example, the smaller school districts are required to submit their budgets
’ to the intermediate (now county-level) school district superintendent and

’ a budgetary review committee for review and approval. This committee can
8/

alter the local district budget as it sees fit,— In New York State, the

? law requires that with regard to cities of 1 million or over in population,

if the requested budget is less than $4.9 million, the city shall appro-

priate that amount.

In sum, while there is some relationship between percent of ¥

funds provided by the state and the degree of budget controls imposed upon
- local boards, this relationship is not consistent and camnot be said to be

directly attributable to higher levels of state support for education.

Z/In Colorado, a local school board can transfer unencumbered funds from one
function to amother only .'in event of a contingency caused by an act of i
God, any act of a public enemy, or some event which could not have been rea- ¢
sonably foreseen at the time of the adoption of the budget."

§/Wz;.shington, as well as several other states, imposes other kinds of require-
ments on small school districts not imposed upon other districts in the .
state. For example, while the larger school districts are permitted to fill
their own school board vacancies, in the case of third class districts in
Washington (generally school districts without high schools), the inter-
mediate superintendent fills any vacancies that occur on the local school
district board. Y
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4, Tax Limitations

State restraints on local district autonomy in t}}e area of
raising local revenues fall into two principal categories: (13 statutory
maxima for local tax rates (either absolute or which can be overridden by
the voters of the district) and (2) size of the majority vote requir ed to
override statutory tax rate limits. Local district vofer approval of tax
levies is required to some extent in all ten states.-g—/ In some cases,
voter approval is necessary for any local levy (as in Delaware), but there
is no restrictiqn on the ].oc‘a'tlhi:ax‘rate. Other states set a maximum tax
rai:e, which can be exceeded only ﬁpoﬁf approval by the local district voters.
Finally, some states (such as Mich._i‘gan and North Carolina) have a maximum
tax limit which cahnot be exceeded regardless of voter approval.

The State of New York varies in the extent of its restrictions on
taxation depending upon the type of district. The state sets no limits
on the tax rate for non-city school districts, the rate being left up to
anproval by a-niajority of district voters, For cities under 125,000,
voter approval is required for a specified millage increase up to a maxi-
mum which cannot be exceeded regardless of voter approval. With regard
to the six city school districts over 125,000, a maximum millage is also
imposed, but the municipal authorities set the tax rate within this maxi-
mum without having to go to the voters at all,

There appears to be no discernable pattern relating the degree of tax
limitations to levels of state schoolbfllmding. In terms of absolute sta-

tutory maximums which cannot be overridden even with voter approval, the

.

Z/'In New York State, cities over 125,000 are fiscally dependent, meaning
the school budget is part of the municipal budget and is not voted upon by
the citizens. Wilmington, Delaware is also a fiscally dependent school
district as are 9 districts in New Hanipshire,
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ll‘ /z;"x
most restrictive states appear to be two moderate aid states, Michigan and

L

%

‘:_C:}:;rk (with the exception of its non-city school districts). Colorado,

New

._.vﬁ
TP R ey

a lowaid state, ranks just behind these two states. Although the school !

p

g
By
v

district electorate can eventually override the state maximum, any amount

2

overlﬁ-}:he maximum must first be submitted for approval to a state tax

Y. 10 . y
commlg-;;sxon.—/ The least restrictive states appear to be New Hampshire

t
(low.state aid) and Delaware (high state aid).

t
|

Jith regard to the size of the vote required to override statutory
%

| K
maxirwms, while most of the states studied require only a simple majority,
Vi

1
| seveif.,al states require 2 60 to 75 percent majority. Two such states are

low %i,d states (Kansas and South Dakota) and the third is a high aid state

(Was’ﬁington). Again, there appears to be no discernable pattern of control

b
whic}g could be related to the level of state funding.
'ii)

o i P

5. Bonded Indebtedness

ks

A

As in the case of other dimensions of state control exam’.ned,
“§
the range in debt limitations varies significantly across the ten states

studfed. 1n the high state aid states, the debt limitations range from 5
perc“é’ilt to 10 percént of assessed valuation and the requisite voter
A
appr;#val ranges from a simple majority to 60 percent; in the moderate aid
lﬂ'

statés, the debt limitations range from 5 percent to 15 percent and the

o
voter approval required ranges from a simple majority to 66 2/3 percent;
1" B

N .
and in the low aid states, the debt limitations range from 6 percent to

A

1-(2/Col'<)x'ado permits its local school districts to tax at a rate which will
rasig no more than 5% over the revenues raised the previous year. The
State Tax Commission must approve anything beyond that amount. If the
Commission does not give its approval to exceed the maximum allowable rate, -
then' the issue can be submitted to the voters of that district. o
[ : i
z; '
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10 percent, and the required approval from a simple majority to 66 2/3
percent. Thus,:’- no clear pattern between the level of state aid and the
degree of limitations is discernable,

Type III. State Regulation of Federal Programs

6. Title I Regulations

A survey of regulations governing the use of Title Iﬂ/ '
funds reveals significant variations among the ten states. All states are
supposed to follow the U.S. Office of Education’regulations but these regu-
lations are sometimes augmented by state reguireménts. In all thrée high
state aid states‘ and in all of the low state aid states with the one
exception of Kansas, federal regulations are the sole guidelines for
approving Title I .projects or are supplemented only very slightly by
state regulations.

The most restrictive state regulations for the use of Title I funds
are found in.California,lg/New Yorl_;, and Michigan (the three moderate aid
states in this: study). All three states require concentration of funds
inalimited number of districts and schoois and an emphasis on elementary
rather than secondary education.

There thus appears to be no consistent relationship between the per-

centége of state funding and the degree of state controls imposed on the

"I use of Title I funds.

11/

f — Title I of the Flementary and Secondary Education Act of 1965:. financial
‘B assistance to local educational agencies for the education of children from
i low income families or from families who are welfare recipients.

N

California also restricts the use of other federal funds. For example,
in the case of Title III money, ithe state specifies both the percentage

which can be used for various types of projects, and the priority areas
& for such projects. s SR -
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Type 1V. Regulations Affecting Personnel

7. Salary Regulations

Regulations concerning the salaries of school employees are
somewhat related to the proportion of state funding of education. Both
Delaware and North Carolina, high aid states, have statewide salary sche-
dul.es. Howe:ver, local districts in these two states are allowed unlimited
supplementation o6f these schedules ﬁhrough local revenues. While state
salary schedules may tend to encourage the maintenance of ratios among
various types and experienée levels of personnel, thercby limiting the
degree of local autonomy over salary.questions, many districts in these
two states do depart from the schedule, both in terms of absolute amount
and in terms of the ratios between the various levels of education and
experience.

In spite of these two casés, however, the relationship between the
degree of restriction and the percentage of state aid is faf from per fect.
Washington, a high aid state, has no salary restrictions whatsoever, while
both New York and California, moderate aid states, have a substantial num-
ber of regulations in this area. For example, New York State mandates a
minimum salary level for all school districts and has established an ela-
borate set of ratics between the salaries paid to classroom 'teacher’:s and
those of various kinds of administratérs. California also has a minimum
salaryvlevel. On the other hand, Michigan, also a moderate aid st:afe, has
no salary restrictions. Thus, while it appears likely that some increase
in st;ate control over salafy questio.ns may occur with increased state

proportions of aid, this is by no means inevitable.
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tive in requiring that dismissal of even firé\t-year probationary teachers
‘must be for cause. In New York and Michigan, on the other hand, the local
board may dismiss probationary teachers without cause.

10. Collective Bargaining

There appears to be little direct relationship between the
percentage of state aid and the degree of local autonomy to regulate bar-
gaining between school boards and school employee representatives. If any~-
thing, the iow and moderate aid states, with some exceptions, appear to be
more ”,restrictive in this regard.

| There are three levels of state restrictions regarding. collective baxr-
gaining. The most restrictive is the staﬁute which requires school boards
or other public employers to bargain witﬁ public employee unions. This
kind of statute provided éxclusi\}e representation rights to the majority
representative of a ﬁfai.t of public employees.

The éecond type of statute is the so-called "meet and confer" statute,
which requires local boards to consult with all representatives of public
employees (not just the majority represehtative), but does not.require
binding negotiations.

The third, situation is the totally ﬁnregulated situation -~ that is,
the state .has 'vno statute dealing with public émployee labor relations.

Only one of the high aid etates included in Jthis study (Delaware) has
the most resti‘i‘ctivé" type of bargaining arféngemgnt -- i.e., the require-
menf: that sch;ol boards bargain with public ‘enip].oyee unions -- while three
of thé_ four low aid states have this 'requiremeﬁt. Colorado, like North
Catoliﬁa, has no regulations governing ‘bafgain.ing arrangemep'ts, :;yet these

two states are at the extremes in terms of level of state funding. Cali-
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8. Teacher Certification

There is a substantial degree of state control over the pro-

cess of teacher certification in all of the states studied. With the ex-
ception of Delaware and New York, where statutes permit a state educational

body to delegate a portion of its certification powers to local bodies, every

state studied gives the state, usually the State Board 6f Education, ex-
clusive power to grant ceréification. Even in Delaware and New York, ' the
state still exercises the primary power. For example, while New York City
can establish more stringent certification requirements than those imposed
by the state, it cannot reduce state requirements.

More specifically,\most of the states studied have created, either by

statute or regulation, detailed educational requirements necessary for a
prospective teacher to obtain certifiéation, thereby limiting the power’
of local boards to employ teachers with differént educational backgrounds.
The interest of the state in maintaining uniform minimum standards for
teaching personnel apparently takes precedence over the-pdssible competing

interest of local boards in experiméntiﬁg with different types of teaching

personnel. The lack of local autonomy in this respect does not vary sys-

>
4.

tematically with the degree of state aid. | R i

9. Teacher Tenure

D L

An analysis of teacher tenure laws in the states studied re-/

<oy,

veals no consistent relationship between restrictions placed on local boards
ﬁ:J  fﬂ' _ and the percentage of state aid. Thus North Carolina, where the state pro-
G vides almost 80 percent of non-federal revenues for education, allows local

boards more discretion than any other state in deciding whether to rehire

teachers. Kansas and South Dakota, low aid states, are relatively restric-
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fornia and Washington are the only two states in this study with a '"meet
and confer" type of statute. The extent of state regulation of local
school district bargaining relationships, therefore, cannot be said to

bear any consistent relationship to the percentage of state aid.

Type V. Jurisdictional Boundaries

11, District Formation, Annexation, and Consolidation

With the exception of New Haméshire, all the states studied
impose a rather substantial degree of state control over processes'leading
to the formation of new school districts or changing the boundaries of ex~
isting districts. In Delaware and Kansas, state-supervised mandatory re-
organization plans were carried out in the 1960's to consolidate districts.
South Dakota also enacted some mandatory requirements for consolidation,
although less extensive than those of the former two states. Local partici-

pation in districé_consolidation and rédfganization decisions is severely
. %
limited in all staﬁé§, although some states provide for a hearing upon peti-
tion of a majority ogkfhe voters in a school district with, in a few cases,
the right to appeal fréé‘an adverse decision. In general, there appears
to be a paramount state %%ferest in the organizatioh of local districts
within states, regafdless gﬁ thé'level of the state's contribution to the
funding of education. E

The previous pages have pfesentéd brief summaries of the variation in

Sy,

3

state controls imposed on local school districts among the ten states se-

lected for this study. The analysis of the state laws and department of edu-

i

cation regulations in the eleven areas examined is presented in Table V-I.
"Restriction scores" were then derived by weighting these state laws and re-

gulations according to whether they imposed strong, moderate, or weak re-
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Ranking Ranking . ’
% State Aid Restriction (High State (High State . i
State (1968-1970)* Scores Controls Aid)
New York 47.1% 32 1 4 '3
California 36.9% 30 2 6
Kansas 28.17% 25 3 7
Delaware 76.47% 23 4 2
Michigan 46,97 22 5 5
Colorado 27,19 21 6 8 i
South Dakota 15.3% 21 6 9 ';;
: North Carolina 79.¢5% 20 7 1 ‘
Washington 62, 5% 19 8 3 1
New Hampshire 8.9% 17 9 10

P! *State share of non-federal education vevenues derived from data in National

state laws and regulations examined weve largely those codified as of 1970.

13 .
.‘ —‘/Only a very slight positive correlation was found between percent state

2! aid and restriction scores =~ r = .06,

27 8 YN
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straints on local school districts. Table V-2 utilizes these restriction

scores to illustrate the relative degree of local autonomy found in the ten

R PR Ty

states, As this table shows, there is little relationship between the per-

cent of state aid and the autonomy of local school districts.13/

ek et e cres i e

TABLE V-2

o b i e

PERCENT STATE AID COMPARED WITH STATE CONTROLS

Education Association, Research Division, Estimates of School Statistics.
State aid figures for 1969-70 were chosen for this analysis inasmuch as the
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Intérviews in the three high aid states were conducted to supplement

f this anal;ysis. While the interviewing was not systematic, the general im-

pression conveyed by the local school district officials interviewed was
that the high percent of state funding did not affect'the degree of autono.iy
permitted local schocl districts. A superintendent of a Delaware school
district, who had previous experience in school districts in Ehe states of
Ohio (where the percentage of state aid was 33.1% in 1969-70) and Michigan,

stated that from his perspective there was much more local autonomy vis-a-vis

the state education department in Delaware than he had found in the other

two states.

-
S
TV TR SO s

Some officials in Delaware and North Carolina did feed somewhat hampered

by the state procedures or formulas for allocating personnel and would have

% preferred more freedom to shift positions among categories of personnel.

III. INNOVATION AND LOfAL AUTONOMY

Increased restrictions, as was shown in the previous section, do not

l necessarily follow higher percentages of stateaid. But it still should be

asked whether there are other important aspects of local autonomy which

might be affectéd by greater state financial involvement in education. To

/,
help answer that question, data from a 1967 studylﬂ- of innovative educational

soe H-\ usgglat

3 e T

! practices adopted by local school districts were related to the analysis of
state-imposed restrictions outlined in the preceding section.
That study by Cawelti reports the. results of a survey of 7,237 accred-

| k ited high schools in all 50 states and the District of Columbia. The survey,

-Lz-t/Gordon Cawelti, "Innovative Practices in High Schools: Who Does What and i

Why - and How," Nations Schools, Vol. 79, No. 4, April 1967, pp. 56-89. ’

219
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used a somewhat arbitrary list of 27 innovative practices, grouping these
innovations into three categories: curriculum innovations (e.g., use of
Chemical Bond Approach materials in teaching chemistry or use of the

Earth Science Curriculum Project materials); technological innovations

(e.g., language laboratories or programmed instruction); and organiza-

P

tional innovations (e.g., team teaching or the non-graded approach).

Based on the responses to the survey, Cawelti gave each state an innova-

tion score based on the number of innovations adopted by all reporting

i
3
| | |
high schools in that state irom the list of 27 innovative practices com- i
piled by the researchers. f
{
!

Table V-3 presents data from the Cawelti study for the ten states
: s
examined in Section II of this report for degree of state controls. i
|
TABLE V-3 %
PERCENT STATE AID COMPARED WITH INNOVATION SCORES i
4
15/ Ranking Ranking 3
% State Aid== Innovation (High (High j‘
State (1966-1967) Score Innovation)  State Aid)
New York 48.0% 8.5 1 5
Delaware 79.5% 7.9 2 1
Washington 62.5% 7.8 3 3 7
California 35.8% 7.8 3 6
Colorado 25.3% 6.9 4 8 E:
Michigan 50.5% 6.7 5 4 :
New Hampshire 10.4% 6.5 6 10 ]
i North Carolina 74..8% 5.3 7 2 :
§ Kansas 33.5% 4.8 8 7
i South Dakota 15.6% 3.4 9 9 ]
v * ;
Table V-3 shows that the adoption of innovative practices, far from
r t 15/State share of non-federal education revenues are derived from data in
i} NEA, Research Division, Estimates of School Statistics, 1970. Data for
.’S 1966-67 were utilized for this analysis inasmuch as Cawelti's survey of
t ]{IIC ,: innovative practices was undertaken in, 1966.
JAFuitext provid: ic 6 280
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being suppressed by a higher percentage of state funding, appears to
parallel somewhat the level of state aid. North Carolina with high state
aid and a low innovation score is the one major exception. The highest
innovation scores arc found in two moderate aid states (New York «nd
California) and in two high aid states (Delaware and Washington) .-1—6/ It
can be said, therefore, that innovation is m;t stifled by higher percen-
tages of state funding, and indeed may be encouraged by it. This conclu-
sion is reinforced by reference to Hawaii, where schools are operated
with 100 percent state support. Hawaii's innovation score, according to
the Cawelti study, is 7.5. Thus, it would rank 4th, just below California
and Washington and well above Colorado among the sample states in this

study.

IV. LOCAL CONTROL AND INCREASED EXPENDITURES PER PUPIL

In order to further understand the differences among the states in
terms of innovation scores and degree of statelcontrols, a fourth variable,
the absolute dollar amount expended per pupil, was examined. Tables V-4
and V-4 rank the states by average expenditures per pupil and relate this
factor to the percentage of state funding, restriction score.s, and innova-
tion scores.

Tables V-4(a) and (b) suggest that the extent of stafe controls is
somewhat related to the absolute per pupil expenditure levels. New York
has both the highest restriction score and the highest level of per pupil

expenditures. In contrast, three low spending states, New Hampshire,

16/5 weak positive correlation between high innovation scores and a hig‘ h
level of state funding was found -~ r = .39, not significant at the five
percent level.

5 st i, Tl




265

South Dakota, and North Carolina, all have relatively low restriction

f scores. While these patterns are not entirely consistent, viz. the

cases of Washington and Kansas, the conclusion from this analysis is that
state controls over local school districts increase as the ahsolute dol-

17/
lar expenditure levels jincrease.”

TABLE V-4(a)

AVERAGE PER PUPIL EXPENDITURES COMPARED WITH STATE CONTROLS

Average
Per Pupil
Expenditures Ranking
(1969-70) Restriction (High
State NEA Data) Scores State Controls)
New York $1,250 32 i
Delaware 899 23 4
Michigan - 842 22 5
Washington 777 19 8
California 744 30 2
Kansas 726 25 3
Colorado 719 21 6
New Hamsphire . 700 17 9
South Dakota 656 21 6
North Carolina 584 20 7
17/ ‘
o A positive correlation between higher expenditures and increased state
Y e “! controls was found, r = .67 at the five percent level of significance.

269
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! TABLE V-4(b)
RANKINGS: EXPENDITURES, CONTROLS, PERCENT STATE AID
r
i High
; Per Pupil High Percent
} State Expenditures ~ Restvictions State Aid
New York 1 1 A
Delaware 2 4 2
Michigan 3 5 5
Washington 4 8 3
) California 5 2 6
' Kansas 6 3 7
Colorado 7 6 8
New Hampshire 8 9 10
South Dakota 9 6 9
North Carolina 10 7 1
TABLE V-5(a)
AVERAGE PER PUPIL EXPENDITURES COMPARED WITH INNOVATION SCORES
Average
Per Pupil
Expenditures Ranking
. . (1966-67 Innovation (High
State NEA Data) Scores Innovation)
New York $912 8.5 1
Delaware 629 7.9 2
S , California 613 7.8 3
E Michigan 533 6.7 5
I Washington 581 7.8 3
F R Colorado 571 6.9 4
Kensas 533 4.8 8
1o New Hampshire | 523 6.5 6
i South Dakota 467 3.4 9
North Carolina 411 5.3 7
. \} ' /
IR
. 2837




:3 percent level of significance.
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TABLE V-5(b)

RANKINGS: EXPENDITURES, INNOVATIONS, PERCENT STATE AID

High High
Per Pupil High Percent
State Expenditures Innovations State Aid

New York 1 1 4
Delaware 2 2 2
California 3 3 5
Michigan 4 5 3
Washington 5 3 6
Colorado 6 4 7
Kansas 7 8 8
New Hampshire 8 € 10
South Dakota 9 9 9
North Carolina 10 7 1

The importance of a’bsolute dollar expenditure levels is further
'det’nonstréted by Tables V-5(a) and (b). States with high average per pupil
expenditures, such as New York, Delaware, and California, all have high |
innovation scores, while low spending states', including South Dakota,

Kansas, and North Carolina, have low innovation scores. The incidence of

18/

.irmovation, therefore, appears to be a function of actual dollars spent.=—
Together, Tables V-4 anci V-5 suggesF that the percentage of state
funding relative to total non-federal ed;xcation support is not a good
predictof of the\“degree qf local autonomy or the incidence of innovation.
;:.‘* However, higher statewide average expenditures per pupil do lead to
slightly greater state controls over local districts and to significant

increases in the rate of adoption of innovative educational practices.

Q/The correlation coefficient relating the rate of adoption of innovative
educational practices to higher dollars per pupil is .72 at the two

984"

"
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V. SUMMARY . !

The hypotheses ‘reached in the analyses described in this chapter

may be summarized as follows:
1. The extent of state controls over local district decision-meking :

has no direct relationship to the percent of state funding.

E 2. With the exception of North Carolina, higher percentages of

state funding appear to be somewhat more conducive to innovations.

3. The rate of adoption of innovative educational practices is

G
TR T AT

generally higher in states which spend more pei pupil in absclute dollars.

This relationship is much stronger than that between rate of innovation

carase

and level of state funding.
4. The extent of state controls appears‘ to be somewhat related to
incréased per pupil expenditures, with Washington being an exception,
In conclusion, the stﬁdy suggests that increased state funding

(1) does not lead to substantial state restrictions on local school

district decisiqgn-making, and (2) does not stifle the initiative of local
school boards to adopt innovative educational practices. The availability
of a highér. percentage of state aid, end even more importantly, higher

total expenditures per pupil, seems to encourage the adoption of innova- :
tion while not seriously limiting local school district autonomy in the

eleven areas examined in this study.
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SOURCES: STATE LAWS AND REGULATIONS

Laws: State of California, Education Code (rev., 1969).

Regulations: California Administrative Code (rev.,
1969), Title 5.

Laws: Cclorado Revised Statutes 1963 (rev., 1969),
Chapter 123.

Regulations: none available,

Laws: Delaware Code (rev., 1970), Title 14,

Regulations: none available,

Laws: Kansas Statutes Annotated (rev., 1970), Chapter
72. :

Regulations: none available.

Laws: Compiled Laws of 1948, State of Michigan (rev.,
1968) .

Regulations: Administrative Code of 1954, State of
Michigan (rev., 1968).

Laws: New Hampshire Revised Statutes Annotated (rev.,
1969) .

Regulations: Miscellaneous regulations jssued by the
Department of Education, State of New Hampshire.

Laws: McKinney's Consolidated Laws of New York, Annot-
atcd, Book 16 -~ Education (rev., 1970).

Regulations: Official Compilation of Codes, Rules and
Regulations of the State of New York, Title 8:
Rules of the Board of Regents and Regulations of
the Commissioner of Education (rev., 1970).

Laws: General Statutes of North Carolina (rev., 1969),
Chapter 115.

Regulations: none available.
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‘Washington
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Laws: South Dakota Consolidated Laws (rev., 1970),

Title 13.

Regulations: Administrative Manual for South Dakota
Schools (1970).

Laws: Revised Code of Washington (rev., 1969), Title
28A. '

Regulations: Rules and Regulations of the State Board
of Education of Washington (rev,, 1970).
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CHAPTER VI k

INTRA-DISTRICT RESOURCE ALLOCATION

I.  INTRODUCTION !

Previous chapters of this report document the considerable dispari-

NG

ties in per pupil expenditures between school districts within ctates.

i N

As new distribution alternatives are being considered to meet this prob-

;lem, it is important to understand their possible impact on schools with-

. in individual districts. Although inter-district disparities may be re- -

duced through ncw finance programs, significant disparities may continue
to exist between iadividual schools within districts. Many of the fac~
tors which contribute to inter-district disparities in per pupil spend-

ing -- such as differences in property values, tax rates, starting

teachers' salaries, and salaries for teachers of equivalent education and
experience -- are not present within a school district. Nevertheless,

disparities in per pupil spending among schools within a single district
do exist. %'

The purpose of this chapter is to examine existing resource allocation

patterns within districts and the causes and consequences of the disparity

l jpatterns., Subsequent sections of this chapter examine various dimensions

jof intra-district allocations. Section II examines the distribution of to-

ftal instructional expenditures per pupil by type of school (grouped according

%to racial composition, socio-economic status, or per capita income of

fischool neighborhood). Section III examines the distribution of district .

268
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1/

discretionary fund expenditures.—' Section IV describes the impact of

compensatory funds, both state and federal, on overall expendiiure pat-

terns. Section V analyzes the impact of teacher differentials in educa-
tion and experience and in pupil-teacher ratios on total expenditures.
The final section draws some concluéions about the factors producing dis-
l parities in per pupilfexpenditures among schools within the same district
and suggests some aigernative approaches to the allocation of funds.

Districts examined. Data from seven districts in two states were

examined for the year 1969-70, focusing primarily on differences in per

2/

pupil spending amonjg elementary schools.~" In selecting districts, an

L 4

attempt was made to get a variety of urban districts with different

characteristics. Thus the sample includes two large lndustrial citles

e e

with sizable black populations; a large city that is the commercial center

for a largely agricultural region and contains a sizahle Mexican-American
‘4ﬁ population; a medium-sized industrial city; a middle income, white'resi-

| dential suburb; and two predominantly blue collar suburbs, one of which
R 'Jﬂ' is racially mixed.

The two districts selected for study in California are Oakland and

San Jose. Five Michigan districts were also selecied, including Detroit

4

.l/Defined as revenuns raised locally plus state general aid which the
district combines with its local revenues. These funds, as opposed to
categorical funds, are discretionary in terms of district spending deci-
sions. '

-%/Comparable data for these analyses could not always be obtained. For
example, in analyzing the expenditure distribution pattern, in some cases
schools were grouped by percent minority enrollment, in some cases by per
capita income, and in some cases by socio-economic status. As later
sections will show, however, some very significant conclusions emexge and.
are actually strengthened by the fact that different methods of analysis

IERJf: f“-;¢‘ produced similar results. :26;5)31?

s
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. and two of its suburbs, Livonia and Warren. Livonia is a white, middle
.income residential community. Warren is a blue-collar community, also all
white, with its own industrial base. The other two districts in Michigan
are Flint, a smaller city under the classification used in this report,
and Beecher, a lower income, racially mixed, blue-collar suburb of Flint.
Table VI-1 presents basic data on student and fiscal characteristics for
the seven districts.,

Some general findings. Although there are many differences among

these seven communities in terms of student and fiscal characteristics,
the resource distribution pattern in most of the districts was found to
be similar. District discretionary funds are usually .con'centr'ated in the
schools of higher income and low minority populations;’ while state and
federal compensatory funds are directed to low‘.income“, high minority
schools. District ‘discretionary funds and cotlnpensatory monies, in some
cases, were found to complement each other; that 1s, "total expenditures
for the lowest income, high minor1ty schools and the hlghest 1ncome, white
schools are almost equal However,»thoseschools 1n the middle ranges
that-‘ do not qualify for compensatory'funds, and which do not attract the
more experienced more educated and thus the higher pa1d teachers, re-
ceive less dollars per pupil than the schools at. either extreme. They :
fail to benefit from either of these two patterns of intra-district re-
source allocation- district discretionary funds to the wealthy and ‘com-
pensatory resources to the poorl To measure equalization in this context
is further complicated by the differential distribution of kinds of re-»

sources.‘ Even though rich and poor schools may receive equal dollars, |

these funds buy d1fferent types of teachers in terms of education and
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experience levels.

This report makes no attempt to determine the relat:.onshin, if any,

- between various school inputs and educational output. However, since

several studies have suggested that teacher characteristics have an effect
on pupil performance,é/this‘ chapter examines the allocation of teachers
with higher.enucation and experience levels and the allocation of addi-
tional teachers in order to reduce pupil-teacher rati;os, as well as the

absolute dollars spent per pupil.&/

II. DISPARITIES IN TOTAL PER PUPIL EXPENDITURES
Because of the general unavailability of dafa on a school-by-school
basis for non-instructional expenditures, the analysis of per pupil expen-

ditures in this chapter is -by and large confined to instructional

See, e.g., Colemsn, Janies-et.al, Equality of Educational Opportunity

(U.S. Office of Education: 1966); Bowles and Levin, '"More on Multicollin-
earity and the ::.ffectiveness of Schools," Journal of Human Resources, .
Vol. 3, No. 3 1968, p. 393; Guthrie, James et al, Schools and Inequality, =
(MIT Press 1970) Hanushek Eric, "The Production of Education, Teacher -
Quality, 4nd Efficiency,”" Do Teachers Make a D1fference" (U.5. Office of:
Education 1970) 2

4/ One need not resolve the questlon of whether variatlon in expenditures

per pupil among 'schools mean equivalent variations in the quality of edu- o
cation in order to draw policy-relevant conclusmns., If variations in per‘_ '
‘pupil expenditures are.not associated with variations in the quality of
education, then if a district is: spending more per pup11 on. instruction at
some schools than at others. and getting no increase in output for: the o
1ncrease in expenditures, it can at least be concluded that the schools i
are not being operated efficiently. I S : Lo

L2 NPT PRI 4 o, o b e s W T
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5/

expenditures, primarily those for instructional staff salaries~" Thus
the analysis is concentrated on the resources which are important to in-
struction and which are distributed at the individual school level:
teachers.

Based on the analysis of the seven districts included in this study,
considerable variation in instructional expenditures per pupil exists
among elementary schools within a single district. For example, the ‘aver-
age expenditure per student in San Jose, when funds from all sources are
included, is $536; the standard deviation is $144. Similarly, in the Oak-
land school district, the average per pupil instructional expenditure is
$591, with a standard dev1ation of. $124 6/ | |

In four of the districts -- Oakland, San Jose, Beecher and Flint --

schools with the highest propo‘rtion of minority or of low income students

are spending the greatest amounts for total instruction. This is

p.

——

exempliri 2 by the analy31s of Oahand in Figure I, Other districts,

3/ Investigations and 1nterv1ews in a number of districts ‘indicated that
there are little differences among schools in the allocation of 1nstruc- |

--tional suppiies and materials. In mamr cases,’ a strict per pupil expen-

diture calculation-is .used to insure district-wide equality. There are
some differences, however. An Tintensive. study of the Oakland school

"f.v-'system indicated that extra supplies and materials such- a&.teacher work-

books, slide pro_]ectors, and library books were provided to the middle

class schools by PTAs ‘and other parents groups.' The poorest schools, re-
. ceiving compensatory monies, did not differ nof'iceably from the higher

'}income 'schools. in their amount of - classroom supplies. . The schools that

. were shortchanged vere those that were not quite poor enough t'o be rec1pi-
"'ents of Title I money.:,.f T A T S

. '»"\’ Lo

6/ Often there is great variation in per. pupil expenditures among schools‘_:'
,_;‘»-.x'-within the same group (that is, grouped. according to percent minority or
" by income). In Oakland, greater variation was ‘found among thoqe ‘schools

;}ﬁ.w1th the.. highest proportion of m1nority students (the standard deviatlon g
: being $152 per pupil) compared to the predominantly white schools (standard .
‘ ’.dev1ation of $66) . _ ,

kbl

l
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FIGURE i

OAKLAND TOTAL PER PUPIL EXPENDITURES*
(by Race)
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however, spend more of their total funding from all sources on the pre-
dominantly white, high income schools, even wher size of school ig held
constant .Z rFigure 2, illustrating this phenomenon in Detroit, also
applies to the district of Livonia. In Warren, however,while the lowest
socio-economic status (SES)§/ schools receive the least funds, the highest
SES schools receive the next smallest amount per pupil, with schools in
"the middle ranges receiving more than those at either.extreme.

An interesting aspect of these expenditure patterns is that both in
the case of districts spending the greatest amount in_ the high minority,
low income schools compared with tt}e white, middle/cié schools and those
districts whiclihave the reverse pa:'ttern, schools in the middle ranges

have lower per pupil expenditures than those at either end of the income-

race scale. “Warren, as already noted, is an exception to this. San Jose

1/ The argument has been made that in cities which are becomw.ng heavily
- minority, the few remaining white schools have higher expenditures pri-
marily because. Lheir school capacity is underutilized compared to minority
schools which are overutilized. = See, e.g., O'Neill and Holen, "The
Division of D.C. School Funds," The Washington Post, editorial page;
October 15, 1970. Analyses in both the California districts -and Michigan
districts ind1cated a correlation between size of student body and per
pupil expendix.uzes -- expenditures increase as size of student body in-
creases. ! :

8 . S S

While income data for Detroit were derived from a 1965 study, no such
vc‘ata were available for the other. ‘Michigan districts... ‘Consequently, the
‘socio-economic status of students was used as a proxy. for low. income.
‘Data on school" average socio-economic status - (SES) -- measures .of the
‘level of 1ncome and education of the student's: family == were ‘obtained
from. responses to a battery of: test questions administered as ‘part of the
. Michigan Educatmnal Assessment Program._ The test ‘was: designed adminis- -

Jersey. ‘Since the SES data for Detroit were found to: correlate highly
‘with the 1965 1ncome data, it was" fe1t that SES was a reliable proxy for

:income. e
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FIGURE 2 | é

DETROIT INSTRUCTIONAL STAFF EXPENDITURES*
(by Race)
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also deviates from the expenditure pattern just described. There}, total
{ expenditures increase in direct proportion to the increase in minority
enrollment.

With but few exceptions, the highest paid teachers -- due to their"'
advanced degree$ or greater number of credits and their longer"yea_rs of
experience -- are located in the white, middle class"ﬁhools, and the
lower salaried teachers, who are younger and haye fewer advanced degrees
or credits, are assigned-to minority and low income schools. 1In s'ome.dis-
tricts, such as Flint, this imbalance is offset by the reduced pupil-

teacher ratios in the minority schools. But in most cases, the introduc-

tion of additional teachers has had little impact on the teacher expendi-

ture differentials among these two categories of schools. These factors

are examined more closely in Section V.

For reasons noted earlier‘, the intra-district study is confined pri-
marily to analysis of total instructional salary expenditure differentials.
Some additional data on other expenditures in the two California districts
led to some interesting findings. In the San Jose district, the highest
costs for administrative and other certificated personnel occur in the
schools wit.h the highest proportion of minority students, $75 per pupil,
compared with $49 per pupil in the schools with the least percent of

~'minor1'ty students. In Oakland the comparable expenditures are’, $66 in
high minority schools and $54 in predominately white schools.
: III DISPARITIES IN DISTRICT DISCRETIONARY FUND EXPENDITURES

."’/

School district discretionary funds are defined as local education

: funds (raised primarily through the loca1 property tax) and general state

a1d for current opera ting expenditures. These funds do not 1nc1ude state
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compensatory funds, other state categorical grants, and federal compensa-
tory funds. The analysis of discretionary fund expenditures is based
primarily on their distribution to individual schools for instructional
expenditures, and thus it excludes such non-instructional expenditures as
plant operation, maintenance, and non-teaching supplies.

A. District Discretionary Fund Expenditures
To Schools Grouped According to Race

The distribution of district discretionary funds to schools in the
Oakland district is depicted in Figure 3. The s..‘ame pattern is found in
Detroit, the second of the'three central cities studied. The greatest
amount of district discretionary funds is distributed to schools with the
least black enrollment. The next greatest amount goes to those schools
with the highest percentage of black students, those with 75 percent
minority enrollment or more. Those receiving the least funds from this
source are schocls where the pr0portion of blacks is between 50 and 75

percent. The pattern of district discretionary fund expenditures thus

e ,favors (1) schools with a higher proportion of white students, and (2)

: schools with almost total b1ack enrollments -- although t'- a much lesser
‘ extent than the schools which are predominantly white.

San Jose, the third central city in the sample, with a large Spanish-

\

speaking population, presents a different picture. Schools 'with 10 t:o 50%

Spanish-surname enrollment received greater district d1scretionarv funds

i
.
S

than either the lowe.-.t or highest minoriLy schools.

a4

:4' DI
Since over 80% of disr‘., _ict d1screti0nary‘fund instructional expendi-

tures in the individual schools is devoted to teachers salaries, the oat-

A
| '
1

tern ill ustrated in Figure 3 -- the situatlon in Detroit and Oakland - |
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FIGURE 3

CAKLAND
DISTRICT DISCRET!ONARY FUND EXPENDITURES*
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suggests one of two possible explanations to account for the higher ex-
penditures found in the predominantly white and predominantly black

t schools: (1) these schools have more teachers at- the higher end of the

. salary scale (because of higher education and/or experience levels) or

(2) they have smaller pupil-teacher ratios. These two aspects are examined

in succeeding sections of this chapter.

B. District Discretionary Fund Expenditures to Schools Grouped
by Income or Socio-Economic Status

é

' In order to determine whether there is any similarity between the dis-
tribution of resources to schools grouped according to their racial compos-
{ition and schook grouped according to income, the distribution of district
discrefionary funds for instruction to schools ranked on the basis of in-

9/

come was exemined in six districts.=’ Several different distribution pat-
{terns were found.. These are shown in Figures & , 5 , and 6 . Three
' ldistricts, Flint and the two all white Detroit suburbs of Livosia and

.. |Warren, provide lower per pupil expenditures to‘schoois serving the pupils
’f: of the léwesf incomevfamilies than te-any bf the other categories of
"ischools in theif districts.lg/ (This pettern, Type 1,‘is.i11ustrated
‘;rli'by Warren.) Two districts, both largebcities (0akland and Detfoit), dis-

J?f_tribute resources so that the greatest amount of funds is allocated to the

1 2/As noted in the previous footnote, income data for Detroit were taken
from a 1965 study._ .Since .income data were not ava11ab1e for the other
districts in this study, other measures, such as socio- -economic status of - .
students (used for Michigan districts other than Detroit) and an e11g1-»“ ’
\bility index for ESEA Title I. funds ‘(derived for the school district of
f0akland) , were used as proxies’ for low income. No reasonable proxies: could
Ibe developed for San .Jose based on the data. available, so thlS district has .
een excluded from this part of the analysis.

0 | v
‘"/This relationshlp is particularly eV1dent when size of school is" held '




284

schools with pupils from the highest income families, the next largest
amount fo schools serving lowest income, and the schools ranking second

in terms of income receive least. (This pattern, Type 2, is illustrated

by Oakland.) A third pattern is found in Beecher, a suburb of Flint. 1In
that district, the middle stratum is receiving more than either the higner»
or lower SES schools; The schools serving the affluent pupils receive the
least. (Beecher thus represents the Type 3 pattern depicted in Figure 6.)
All three types indicate considerable differences in per pupillexpenditures
among schools when grouped by per capita income, SES or the ESEA index.

The distribution pattern of expenditures according to income found in Oak-
land and Detroit (Type 2 of Figure 5) is similar to the patterns‘found:in_r

those cities when expenditures in schools grouped according to racial

composition were examined.

C. The Reduction of Pupil Teacher Ratios

For more than a decade, school district administrators have been
aware thag without federal funds, the most disadvantaged schools had the

" 11
lowest per pupil expenditures. / In order to improve the education of

. I

pupils in low income and high minority schools, there have been some efforts
to reduce class s12° through the asSignment of more teachers to these schools.

While, increases in the personnel available in low income, hlgh inority

(SRS

11

Public Schools (New York The Viking Press, 1961)

—-/See Sexton, PatriCia Cayo, Education and Income Inequalities in Our,f-ﬁ%hf
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FIGURE 5
s | TYPE (2)
DISTRICT DISCRETIONARY FUND EXPENDITURES
| ' OAKLAND
(by ESEA index®)
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FIGURE 6
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schools generally are brought about through the use of federal compensa-

tory _funds, some ,district administrators also used their district discre-

tionary resources for this purpose.

Figures 7 and 8 show the distribution of pupil-teacher ratios by

schools grouped according to race, excluding those_teachers finded

through state or federal compensatory funds. These figures thus illus-

trate the distribution of teachers funded solely out of district discre-

tionary funds. Figure 7 shows that the lowest pupil-teacher ratios in

Oakland are in the schools with the highest proportion of minority stu-

dents. . In contrast, Figure 8 indicates that in San Jose the predominantly

white schools and those schools with a very high proportion of minority
have almost identically high

'teacher ratios are found in scho'ols with from 10 to 50% minority students.

Again, it should be emphasized that these figures apply only to teachers

paid for solely out of district d1scretionary funds. Pupil- teacher ratios

decrease even more in minority, low income schools when state and federal

compensatory program teachers are included

IV. ~THE '.['MPACT OF COMP?NSATORY FUNDS

The previous discussion of expenditure patterns '»focused solely on

the distribution of district discretionary funds. This section examines

the distribution of both state and federal compensatory funds and their :

-impact on total per pupil instructional expenditures._"

Figures 9 and 10 show the distribution of both federal and state

305

d“‘
N w.: b
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pupil teacher ratios, while the lowest pupil=
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FIGURE 8

_ SAN JOSE PUPIL/TEACHER RATIOS
- (by Race)
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FIGURE 10

DETROIT
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| . T 12/
compensatory programs to schools in Detroit, grouped according to race.——

As the figures demonstrate, state and federal compensatory resources are
allocated in essentially the séme manner: the poor,: ‘high minority schools
receive the majority of compensatory aid. The éame relationships were
found in the' other two racially mixed districts in Michigan (Flint and
Beecher), and in the two California s;:hool districts. This analysis
sho‘x‘qs‘that in 1969-70, in the districts included in this study, most com-
pensatory resoiu_‘ces were being concentrated in schools vﬁith disadvantaged
populations and were not being used as general district-wide revenue.

The impa(:ﬁ of these qompensat;ory funds is to reduce dispar‘i'tileis in
total per pupil expe'riditufes" among schools within the same districté.
Whereas district discretiona'ry‘ fund expenditures favor schobis with
wealthier, bwhit’e enrollments, compensatofy funds fésu_it iﬁ substantial in-
creases in the resourées available to poor, high minority séhools. ‘:In the
case of Oakland, as shown in Table VI-2 and Figure VI-2, sltate and |

federal cdmpensatory funds a'ctu'ally bring the most disadvantaged

schools to a level of 'expe.nd'ift;ure well above that of the predominantly

Lfese figures show the distribution of federal Title I of the Elementary
and Secondary Education Act and of Michigan Section 3 Aid. Section 3 Aid
is a state aid program which provides compensatory education funds to dis-
tricts for "culturally, economically and educationally deprived" children.
 Its purpose is similar to that of Title I.. Funding is based upon a school's
(gtatewide)- percentile score on achievement tests, or upon a combination

of its score on achievement and socio-economic status tests. Points are
awarded in inverse relationship to the percentile score. Schools with the
highest number of points under this scheme are funded first, at the rate
of $250 per student. -If sufficient funds have not been appropriated, .
schools with fewer points: may get no funds at all. In 1970-71, the state
--appropriated $17,500,000 for the program. ' IETE o
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FIGURE VI-2

OAKLAND EXPEND!TURES PER PUPIL
: (by Race) ) ~
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white schools. Thus, although federal aid to Oakland amounts to only
about 10% of total education revenues in the d1str1ct,‘1t has cons1derable
impact. In the case of Detroit,fhowever, even with‘the addition of state
and federal funds, the end result is that total per:pupil instructional
expenditures are still highest in the predominantlylwhite schools, asx

shown'earlier“in Figure Z.lél

V. IMPACT OF TEACHEB EDUCNTION AND EXPERIENCE ON EXPENDITURE DIFFEREN"IALS |

Since teacher expenditure d:fferentials are the ma jor component in
total per pupil disparities among types of schools, and s1nce education
and experience levels and pupil -teacher ratios have a significanr 1mpact
on these differentials, this section briefly discusses these aspects.

In almost every district studied, more experienced better educated

“teachers, and hence higher paid teachers, are located in the predominantly’

white, h1gh income schools as" compared with the predom1nantly black or

1ow 1ncome schools.v i

'i

Data from the Detroit school district, shown in Figure ll, illuvtrate

the phenomenon found in most of the districts included in this study.
“;,‘(;:, .
Teachers with considerably higher experience levels are found in the white,”

‘\‘

"'middle class schools.lw

.

i

SIvealTETTE

_maJon faotor in average salary differentialsj

The differences in the proportion of expe Lifnced-teachers”is theAVH

ong schools. ; However, ' .

‘.I‘ R

13/0ne possible explanation for the differing/patterns of compensatorv;:],
aid distribution' found in Oaklanc and* DeLroit is that\the ‘State of Cali-
fornia has enacted a requirement: that compenuatory funds beﬁconcentrated

. on the most - disadvantaged students.. The rulp provides that not less than
$300 is .to be . spent per child above ‘thé amouut .normally ‘'spent on that child

There is no similar requirement in Michigan,!at least as regards Title I
of ESEA v ‘ ‘ o -

L
Lo
4
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FIGURE 11
DETROIT: AVERAGE TEACHER EXPERIENCE
(by Race) ‘
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education attainment levels follow the same pattern as the number of years A
of experience; these two factors seem to be closely interrelated 1/ , ) p
As prev1ously noted in Section II of this chapter, there has been an

effort to reduce pupil- ~teacher ratios in the disadvantaged schools through

the use to a limited extent of d1strict discretionary funds (see Figures ‘, A ) \
7 and 8) and more significantly, through state and federal compensatory | i ‘ )
funds. Whether this reduction in pupil -teacher ratics in disadvantaged v

schools is sufficient to offset the higher education and experience levels s

of teachers' in middle class schools is examined in the succeeding para- = ]

graphs.

Differences inkpupil-teacher ratios, generally favoring the pre-

2 e a X G E At i

dominantly minority schools, exist in most of the districts studied.

Figures 12 and 13 illustrate,'the distribution of pupil-teacher ratios

among various categories of schools, grouped according to race and to

income, in Detroit.'

However, teacher expenditures are still higher in the white, middle

class schools in, ,Detroit, even though pupil -teacher ratios are lower in
the schcols with}large disadvantaged populations'. Efforts to reduce class
size may have slightly reduced the disparities in expenditures between |
.SAChools with-different trypes‘ of populations. Yet the introduction of
additional teachers into the disadvantaged schools is not sufficient to
completely _offset the higher teacher expenditures in the white, middle
class schools in Detroit and some of the other districts examined. In

& Flint and Oakland, on the other hand, the reduction in pupil-teacher ratios

14/ThJ.s relationship has also been found in the inter-district analysis,

(See Chapter II.)
RiG B
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‘_Fi.gure 12

DETROlT.PUPIL/TEACHER RAT!O'
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appears 'to have been sufficient to counteract the higher average salary
levels of the more educated and experienced teachers in the predominantly
| ‘ white schools. The result in these tun districts is that per pupil ex-
penditures are higher in those schools :with high minority enrollment or . | y

low socio-economic status. - : L T

VI. FACTORS AFFECTING RESOURCE ALLOCATION PATTERNS

It has been shown in the preceding sections of this chapter that dis-.

pari_ties in per pupil spending among schoqls within a district do exist.

The distribution of dist_rict discretionary funds gene‘rally favors the

white, middle class schools ,‘ primarily becatxse ‘of their higher proportion"

P £ A e N R TN

R L S e S T TR T e T

of teachers with advanced degrees and greater years of experience. Com-

pensatory funds, "largely by,. reducing pupil-teacher ratios, in some'cases .'
bring total expenditure levels for the poorest, highest minority schools
up to the level of the"'white, middle class ‘schools and, in the case of

Oakland, ev»en,‘beyond the most advantaged schools. Howe\ier, there are also

L districts such as Detroit, where even with compensatoryresources, the
poor, minority schools are spending below thehighest income, whit'ev schools.

| Even in the two al:ﬂl white districts in Michigan, where race obviously is

£ 2t gt mim TE A
Zeramim T

I not a factor, the schools whose student population is from the lowest

' socio-economic levell are spending less per pupil than other schools, even

., after federal compensatory funds are taken into account.
Schools in the middle ranges, in terms of ethnic composition and in-

- come levels, of nearly every district studied (with the exception of San
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Josel"'s'{, recf-ive fewer available resources.

Having"" documented these patterns of res.ource allocation within dis--
tricts, 'tﬁlis concluding section suggests some fact'ors”which 'may contri-
bute to the differences in pér pupil expenditures found “among“schools
within a district.

It is clear from the analyses presented in.the preceding sections
that the maior source of disparities in educational expenditures is the
distribution of teachers within a district. Contractual obligations
with teachers unions, including involuntary transfer clauses , have re-
quired school boards to allow tenured teachers (with highez 1eve1s of e:r-
perience and _oft‘.en higher education levels) to transfer to what they see

' L 16/
as more fayorable working conditions, i.e., white, middle class schools.™

'l'é/Throughout this chapter, San Jose has been pointed out as an exception
with regard to the allocation of resources from district discretionary
funds. In that district, expenditures are higher in schools in the 10 to
50% minority category than in the schools in the predominantly white or
predominantly minority category. (The distribution of compensatory funds,
however, favors the high minority schools, bringing their total expendi-
tures above the level of the other categories of schools.) Moreover, this
middle group of schools has smaller pupil-teacher ratios and more educa—
ted, experienced teachers. Part of the explanation is due to size of
.schools. These schools are in an older area of the city and have the
smallest number of students. (The oldest area of the city is that of the
predominantly minority schools.) The predominantly white area is the more
rapidly growing area of the city, which probably explains the high propor-
tion of younger, less educated teachers in these schools.

16/ '
.See, e.g., Agreement between the Board of Education of the School Dis-
trict of the City of Detroit and the Detroit Federation of Teachers,

Local 231, July 1, 1969 - July 1, 1971, Article XII, Section F, pp. 21-22.
Involuntary transfer clauses protect a teacher's privilege to,work in the
school of his or her choice unless that school loses enrollment and no
longer requires the teacher's services. While some unions permit the con-
cept of a "balanced staff'" (the use of such criteria as race, experience,
and education) in transfer policy, the operational 'use of this concept is
limited by the union's insistence on seniority privileges for teachers

and informnl agreements with their respective school boards.

- I \*.{4
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While these conciit:ions are to some degree a result of biased distribution
decisiors on the part of school district administrators,1—7/t:hey are a_lso the
result of neighborhood characteristics and the atmosphere established by
incumbent teachers. = 18/

Another factor affecting the allocation of teacher resources is the
deliberate policy decision on the part of certain s}chool district.admin-b
istrators, particularly in the case of Detroit and Oakl_and, to mount an
intensive recruitment zffort to get more black teachers for predominantly
black sctiools. ~ This effort:, partly in‘response to pressures from the
black community, was undertaken to offset the imbalance in the ethnic
composition of the staff, as well as for various educational rf'asons,

- such as providing role models i:'or black students.:. The pool of_applicants,
consisting primarily of recent. graduates from black colleges, meant an

| influx into these schools of inexperienced teachers without advanced de-
grees or the extra credits often accumulated during the course of a
teaching career , and thus with lower salary levels.

The primary depc:n(ience of a school district upon local revenue, and

thus the need of the district to please certain segments of the electorate

whose "political support is necessary to pass tax elections, may also be a

’ factor influencing the distribution of resources in urban school districts.

Since low income or minority communities generally have a lower election

o 17 _
_"1lhis observation is based on interviews and analysis of the process of

distribution in all of the districts in the sample.

'1-—8'£ee, e.g., Havighurst, The Public Schools of Chicago, The Board of Ed.u-
{ cation of the City of Chicago, 1964; Burkhead, Input and Output in Large

City High Schools, 1964, pp. 35-38; Griffin, "Resource Allocation in Cen~

tral City School Systems: A Case Study," Unpublished dissertation, Wame
~State ‘University, 1968.
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turnout than middle income, white communities, it is likely that school
districts will cater more heavily to the desires of the. latter (particu-

larly since the majority of the total population is still white even in

' those districts where the majority of the student population is of a
racial/ethnic minority). This means that until the districts become less
dependent upon local revenues as a sourcé of funds for education, it is
unlikely that they will feel they can act with greater flexibility with
regard to resource distributicn poliéies.

Assuming that a desired goal is to equalize distric.t discretionary

fund expenditures, and to distribute compensatory money to' the disadvan-

taged schools in such a way that it supplements the district fund expendi- 3
tures rather than supplanting them,glth'ere aré a number of approaches that

could be followed by a school district. (In nearly all of the districts

studied, compensatory funds now are used to supplant district discretionary

fund expenditures.)

Eé‘ederal Regulation 116.17 (h), applying to Title I of the Elementary and
Sectionary Education Act, states as follows. .
"Each application for a grant under Title I of the Act for
educationally deprived children residing in a project area shall
contain an assurance that the use of the grant funds will not
result in a decrease in the use for educationally deprived child-
ren residing in that project area of State or local funds which
in the absence of funds under Title I of the Act, would be made
available for that project area and that neither the project
area nor the educationally deprived children residing thergin
will otherwise be penalized in the application of State and
local funds because of such a use of funds under Title I of the
Act. No project under title I of the Act will be deemed to
have been designed to meet the special educational needs of
educationally deprived children unless the Federal funds made
available for that project (1) will be used to supplement, and
i to the extent practical increase, the level of State and local i
funds that would in the absence of such Federal funds, be made ‘
available for the education of pupils participating in that pro- :
ject; (2) will not be used to supplant State and local funds i
. available for the education of such pupils; and (3) will not be
Q used to provide instructional or auxiliary services in project ‘}1(’
‘ area schools that are ordinarily provided with State and local - s
funds to children in nonproject area schools.”
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The most obvious approach would be a massive reassigmment of the
more highly paid teachers to the schools with low expenditures.Q/It is
unlikely, however, that without changes in union contracts, most teachers
who have the option -- the more experienced, better educaf:ed, and hence
higher paid. teachers -- will leave stable white neighborhood schools for
the difficult environment of the ghetto scﬁool.*zl/

The authors of this report question, however, whether the redistri-
bution of teachers with advanced degrees and long years of experience is
the only, or even the most appropriate, way to accomplish equalization.
Interviews conducted in several of the districts included in this study
indicate that some principals of low income, minority schools regard the
transfer of certain teachers, who are experienced but unable to establish
rapport with the children of these schools, as not being beneficial to
their school's program. On the basis of interviews with district admin- 4
istrators, principals, teachers and parents, the general view is that .
massive reassignment of teachers in order to balance faculties 1in tecms

of experience and educational background would not benefit low income,

minority children. ¢

It might be possible to improve poor, minority schools to t:hé_ point
vhere teachers would find them as desirable as the other schools in the

"
system, through smaller classes, better facilities, more preparation time,

L4

20/
“"This was ordered by the court in Hobson v. Hansen, 327F, Supp. 824,

i (1971).
{—An alternative to reassigning teachers to overcome expenditure imbalance,
i as suggested by courts for racial imbalance, would be to shift disadvan-
‘B8 taged students to the high expenditure schools.
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or incentive pay. This study can make no reasonable estimate as to how

; great an investment this would require. It is clear, however, that the

amounts curremtly provided through state and federal compensatory funds
have been insufficient to improve the schools to a point where teachers
seek them out ~-- although as this chapter has shown, in most districts the

compensatory funds are not enough even to bring the disadvantaged schools

up to the same level as the white, middle class schools.

Equalization of salaries is another possible approach, but could not

be ‘accomplished unless districts devised some method to compensate its

teachers on some basis other than longevity. While consideration has
been given to the idea of 'merit" or "performance' pay, attempts to inno-
vate in these areas are likely to meet with strong opposition from the

teachers' organizations in all of the districts studied.

A third alternative, one that several districts in this study already
appear to be approaching, although.noﬁ*on a scale sufficient to eliminate
the disparities that now exist, is to drastically reduce pupil-teacher
ratios in low income, minority schools. In view of the factors previously
noted -~ teachers' contracts and the®lack of interest on the part of
parents and administrators in the disadvantaged schools (and probably the
pressures in opposition to such a move on the part of parents of children
in high income, low minority schools) -~ this could not be easily

accomplished by transferring te&chers from high income schools to the dis- ﬁ

advantaged schools. Instead, the district would need to hire additional
teachers in sufficient quantity, solely for the disédvantaged schools.
The additional money which a poor district might receive ﬁnder reform of
the existing system of financing education might be earmarked for this

Q purpose -- hiring additional teachers (or teacher aides) for schools with

ERIC .81




ggg/The $300 rule described in footnote 13.

1307

lower district discretionary fund expenditures, rather than increasing
salaries of existing teachers. Of course the questions of whether small
class size 1is equal to greater teaéher experience and/or education, or
indeed, whether either has an effect upon learning, remain to be answered.

A fourth alternative, one that also calls for additional funds, would
be to provide special in-service training and assistance for teachers in
disadvantaged schools.

As noted earlier in this section, one factor inhibiting school dis-
trict administrators in reallocating resources may be their dependence on
certaig segments of the community for voter approval for local revenues.
Education finance alternatives which provide for assumption by the state
of a greater share of the responsibility for financing education, such as
some of those described in Chapter III of this report, may provide admin-

istrators with greater flexibility of decision-making in the allocation of

 resources. However, it appears evident that in most districts, extra re-

sources at present are distributed to poorer schools not so much due to
district discretionary policy but to the availability of state and federal
categorical funds that are restricted to expenditures in those schools.

The fact that Oakland and San Jose, in a state which requires concentration
of compensatory funds,gg/ provide considerably more resources for their

poorest schools relative to their other schools than Detroit, in a state

j without a "concentration rule,'" serves to reinforce this conclusion.

In conclusion, if the expenditure patterns found in the seven districts

B are representative of those in other urban areas of the nation, it is éésen-

:tial that more comprehensive intra-district studies be conducted. It may be

8
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necessary to examine the patterns within schools, that.is, on a classroom
by classroom basis, to fully understand the process of resource alloca-
tion. Further research must also be undertaken .to déte:@ine*the impact

of class size and teacher characteristics on pupll performance.
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